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1. INTRODUCTION 


In this paper, we review the evidence concerning the 
various effects on road safety of the new automobile 
insurance régime introduced in the Province of Quebec on 
March 1, 1978, and discuss their significance with 
particular reference to the modified driver care levels 
associated with the compulsory insurance, flat premium 
rating and no-fault features of the new law. We present a 
visual analysis of the main data and summarize the results 
of a statistical analysis of these data made with the DRAG 
model of the Demand for Road use, Accidents and their 
Gravity. To establish the significance of the statistical 
results, we provide corroborating evidence on the modified 
risk composition of the stock of drivers. 


2. EVIDENCE 


The new Quebec law came into force on March l, 1978. 
Primary evidence of its effects on road safety consists of 
claims against insurance companies and of police reports 
on accidents of various categories and on the number of 
victims. Claims against insurance companies are recorded 
on the basis of the policy year, which starts on July l 
and ends on June 30 of the following year; police reports 
are available on a monthly basis. 


Claims Against Automobile Insurance Companies 


One can see in Table 1 (page 5) that between 1977 and 
1978, claim frequency per insured pleasure vehicle in- 
creased 20.1%, a number that almost certainly under- 
estimates the true value because the policy year 1977 
includes 4 months of data under the new régime. Under the 
specific heading of third party liability that had been 
made compulsory by the new law, claims per insured vehicle 
increased 41.3% in Quebec during the same period, as com- 
pared to a 2.9% increase in frequency in the rest of 
Canada. Although some of the increase might have been 
caused by the fact that the 15% of vehicles not previously 
insured might have differed somewhat from the rest of the 
vehicles and included an unusual proportion of high-risk 
drivers, the huge increase in the average claim frequency 
constitutes prima facie evidence of an important increase 
in accidents. 


TABLE 1 


Claims Against Automobile Insurance Campanies, Quebec 1973-1984 


(Claims per 100 insured private automobiles (farmers included) ) 


Policy Year C37 MOT On s/o Oo wor Ole 82° %63. 8 
A. Overall Claim 
Frequency: DO uct eG Fer. i oe Oe 3160 5564 55-0 20./ 20.5 28 
B. Third Party 
Liability: 
Quebec 1036 1036 '"9..68 S675 91076 12, 2 Oa Ba O30 el 9 
RESt Of Canada gw ras OLD i/o hel: OF9N Wy SIN Oe9 Ole 0.7 6.0. ore 5 
Difference == ewe 2.0 41%. Om 0,0 foc) Oe eh Oe kD Omoromes <7 #4 


Source: Table 3.1, Table 3.2 and Table 3.B in [1]. 


Accidents and Road Victims 


An even stronger increase occurs in the official 
monthly data on accidents and road victims when the 
values for the twelve months before March 1, 1978, 
are compared to the values during the first twelve 
months of the new regime: _ the total number of acci- 
dents increased by 26.9%" and the number of vic- 
tims by 29.7%. Moreover, all the components of these 
two totals increased significantly. As shown on 
Graph MA, (page 6) accidents with material damages 
only reported to the police and involving estimated 
damages greater than a certain criterion value in- 
creased by 26.3% despite the fact that the criterion 
was increased from $200 and $250 in 1978; accidents 
with at least one injury (no deaths) increased by 
31.8% and fatal accidents increased by 7.0%. In 
these accidents with bodily damages, the number of 
injuries shown on Graph HT (page 7) increased by 
30.6% and the number of fatalities shown on Graph DE 
(page 8) increased by 6.4%. 
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We now describe shortly the features of the 1978 Act; 
we then summarize and interpret the results of a statisti- 
cal study that estimates its effects. 


3. THE 1978 QUEBEC AUTOMOBILE ACT 


Main Characteristics For Our Purposes 


The Act split the previous accident insurance system 
as follows: 


Bodily Damages: It removed the notion of fault for cor- 
poral damages (injuries or fatalities) and established a 
basic compulsory public plan financed jointly from general 
revenues“ and from a uniform premium system (for given 
classes of vehicles) independent from an individual's risk 
class and safety record. It introduced a centralized com- 
pensation system that generally increased greatly with 
speed, frequency and size of compensation[1]. This: 


As reduced the average premium? for corporal dam- 
ages, and the total premium [2], a price change 
that would reduce driver care; 


B. increased the total number of drivers through both 
the lower average premium and the important fur- 
ther relative price reduction for individuals be- 
longing to the worst risk classes (as their demand 
for driving licences was probably more elastic 
than the demand of those whose faced a relative 
price rise); 


C. lowered the average quality and motivation to saf- 
ety of the stock of drivers because of the sudden 
subsidy given to relatively risky drivers and the 
suppression: of, ithe, snotion.,of, fault. for-alleidri- 
vers; and 


D; encouraged individuals to classify as accidents 
with injuries accidents previously declared as 
accidents with material damages only, because of 
the more favourable compensation system. 


Material Damages: It maintained the notion of fault for 
material damages, but made civil liability insurance for 
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them compulsory. It introduced mechanisms for the direct 
and fast payment of indemnities by the private insurers. 
This: 


E. raised the price of keeping a car for the 14-18% 
pleasure vehicle owners not previously insured, 
thus reducing the number of cars; 


F, reduced the motivation to prudence of these newly 
insured owners; and 


G. increased slightly the incentive to report to the 
police and to insurers minor accidents (with 
material damages only), because of faster 
compensation. 


Representation of These Changes For Modeling Purposes 


In the DRAG model that we built [3,4] to explain the 
number of accidents and the number of victims, there are 
two ways of measuring the impact of these changes. 


Changes such as (A) on the average level of automobile 
insurance prices, (B) on the total number of licensed 
drivers and (E) on the level of car ownership occur 
through three variables describing respectively the cost 
of maintaining a car, the number of licensed drivers per 
car and the number of cars per person. DRAG results 
suggest that the effects on road safety caused by CHANGED 
EeVeEbo @ORe THESE “THREE QUAN FIAT IVES = EACTORS (are nor 
neetrecible™ but“ are’ drtiicul tte pew preeirse about. 
Moreover, the variations brought about by the new Act may 
have been qualitatively different from previous 
variations. 


Some modifications in the qualitative significance of 
price, in the tenure of driving licences, or in the 
quality of the stock cars, are captured by a qualitative 
"dummy" variable that also simultaneously measures the 
effect of other clearly QUALITATIVE changes (C) and (F) in 
the quality of drivers and driving. DRAG results show 
that the net effect of the qualitative changes are very 
important and that the new Act clearly increased all 
categories of accidents and victims, but the exact value 
of the increase cannot always be ascertained exactly 
because some of the estimates may sometimes be tainted by 
the presence of declaration effects (D) and (G). 


lil 


Let us now present the basic idea of the model in 
order to understand our estimates of the effects of both 
quantitative and qualitative factors. 


4. MEASURING STRUCTURAL CHANGE WITH THE DRAG MODEL 


Basic Idea and Specification: Direct and Indirect Effects 


The basic idea of the DRAG model is to explain the 
number of road accident victims, VI, by studying together 
the mechanism that determines the demand for road use, DR, 
and the mechanism that determines the road safety perform- 
ance record. In the first mechanism, road use (exposure) 
is measured by motor vehicle fuel sales and explained by a 
Ssetsvol factors, xdr The second mechanism is itself 
decomposed into an explanation of the number of accidents, 
AC, and an explanation of their severity, GR; both are 
explained’ by froad Mise} DR, and the efactors\! XYAeThe 
product of the number of accidents and their severity 
yields the number of victims. This can be written symbol- 
ically as: 


Morera Vehicle Buell hsDR <se— x¢ ; x9r) Demand 
Sales 

Accidents AG K=—4\(DR, xV4) 

Severity (victims GR <--- (DR , X¥1) °Performance 


per accident) 
Victims Vio<=-> AC x (GR 


The advantage of adding a demand level to a perfor- 
mance level sometimes studied alone by other authors is 
that one can obtain estimates of the "total" impact of 
various factors that explain both road use and performance 
(i.e., that appear in both X94" and xvi) by trac- 
ing their influence on the number of accidents or victims 
through changes in road use in addition to their effects 
on performance for a given level of road use. For in- 
stance, snow certainly has a direct impact on accidents or 
their severity at any level of road use but it also has an 
indirect effect through its influence on the amount of 
driving. The same will be the case below for the new 
automobile insurance régime. 


WZ 


The advantage of analyzing the number of victims 
through a distinction between the explanation of accidents 
and the explanation of their severity, instead of immedi- 
ately explaining the number of victims, is real: one 
gains information by finding out whether the explanatory 
factors considered have the same influence on the fre- 
quency of accidents and on their severity. 


We are here concerned with the application of this 
model structure to Quebec: all variables are defined for 
the Province of Quebec as a whole for the 313 consecutive 
months from December 1956 until December 1982. Much of 
the new econometric methodology applied in DRAG is also 
described and tested in other technical reports [5,6]. 


Explanatory factors used in the various equations 
belong to seven major categories: the level and composi- 
tion of the DEMAND FOR ROAD USE and of PRICES, the avail- 
ability and characteristics of MOTOR VEHICLES, the state 
of TRANSPORTATION NETWORKS (described by traffic laws and 
police patrol, the service levels of the travel modes, and 
road infrastructure properties including the weather), 
CONSUMER CHARACTERISTICS of a general and of a specific 
nature (linked to age, sex and vigilance), the level and 
composition of final and intermediate ECONOMIC ACTIVITIES 
and trip purposes, and accounting or ADMINISTRATIVE mea- 
surement practices. The very long time series used make 
it possible to test the influence of a large number of 
explanatory variables but here we will only single out 
model features related to the quantitative and qualitative 
changes associated with the 1978 Quebec Automobile Insur- 
ance Act. 


Effects of Three Quantitative Factors 


One finds in Table 2 (page 13) the elasticities of 
selected dependent variables of the model with respect to 
the three explanatory variables affected by the 1978 Act. 
These elasticities are defined as the ratio of the per- 
centage change of each explained variable with respect to 
the percentage change of the explanatory variable consid- 
ered and are evaluated at the mean value of the sample. 


Increases of the real price of maintaining a car, 
defined as the maintenance and insurance price (excluding 
any fuel and depreciation components), are associated with 


iS: 


TABLE 2 
Elasticities of Quantitative Factors Modified By 1978 Autamobile Insurance Act 


Price of Sf cies: Number of Licensed Number of Cars 














Drivers Per Car Per Person 
Direct end. Total . Direct 7-Ind. Total Direct ind. lotal 
Dependent Variable (est. (t-st.) (trsta) 
ROAD USE 
3:: Gasoline Sales 0.205 0.073 0.269 
(1.96) (0.40) CLesz) 
::: Diesel Sales 0.273 
(0.68) 
ACCIDENTS with 
(«Po -0.629 0.193 N —0,5/) 0.064, —,5U7 0.234 
Ecevonly (3:03) (-1:78) 
(2) At least one 125, 02107. 2 N —0.089 0.035 -.054 0.130 
injury, no deaths (-3.97) (-0.47) 
(3) At least one rl Olsen0.133 - N —0.604 0.043 -.561 0.158 
death (-3.90) (-1.95) 
(2)+(3)- Bodily -0,740 0.108 N -0.060 0.036 -.024 0.131 
damage (-3.77) (-0.64) 
(1)+(2)+(3) Total -—0.653 0.1/4 N -0.303 0.058 -.245 + Oe2LT 
accidents (-3.91) (-2.22) 
SEVERTTY 
VICTIMS 
(4) Injuries -0.797 0.118 N Odo Ses OF leeks 0.149 
(5) Fatalities -1.018 0.258 N GP257 "0.091 ) 348 0.333 
(4)+(5) Total victims -0.840 0.123 N -0.293 0.042 -.251 07155 








Direct: Holds road use constant. 

Indirect: Allows for variation in road use. 

Total: Direct + indirect, unless the sum is not relevant (indicated by N). 
Reference Model: Found in [3]. 

t-statistics of underlying regression coefficients shown in parentheses are 
canputed conditionally upon estimated functional form of the regression 
equations and differ fram the unconditional values presented in [3]. 
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increased consumption of fuels and significant reductions 
in the number of accidents (and of their severity, but 
these results are not shown). This suggests that higher 
maintenance prices reduce engine tune-ups, causing higher 
fuel consumption, and reduce general maintenance, 
stimulating driver care and lower speed adjustments that 
reduce accidents and their severity. Lefebvre and Fluet 
have studied the evolution of the real price of insurance 
in Quebec and have estimated that the price of a dollar of 
compensation for material and bodily damages fell from 
Si .b90to 251.5 /because ofsthe Act (2, Dp. 40). 4sit EhiseZZ,, 
decrease is taken as the "best educated guess" of the 
price change, the Quebec part of the national index used 
in the model fell by 8.54% and theSundex ieseliemby 
approximately 2.15% (the structural change being absorbed 
by the qualitative variable). 


Increases of the number of licensed drivers per car 
reduce the number of categories of accidents but, because 
of opposite effects on the severity of accidents with 
injuries and fatal accidents (results not shown), injuries 
decrease and fatalities increase: presumably, with fewer 
occupants per car, drivers increase speed (gasoline 
consumption increases slightly, but that may also be due 
to increased exposure). Visual analysis of Graph PERPA 
(page 15) shows an immediate increase of about 6% immedi- 
ately after the implementation of the Act, followed by 
continuing increases. This 6% increase is then a conser— 
vative "best educated guess" of the short-run effect of 
the new price structure, perhaps half of which is due to 
the increased supply of drivers. 


SERIES = Y(X107!-) 
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Increases of the number of cars per person increase 
road use and, indirectly, accidents and victims. One 
notices on Graph AUPPOP (page 17) the dramatic turn-around 
of car ownership in Quebec since the implementation of the 


Act. The first significant drop in car ownership ever 
seen -- about 34 -- is followed by a relatively slow 
recovery and a massive fall of ownership levels. The 


influence of extraordinarily high real gasoline prices 
after 1979 (they increased by 60% between 1979 and 1982), 
the exodus of households with higher than average car own- 
ership levels and the recession of 1982 may all have con- 
tributed to breaking the trend. The 3% drop during the 
first year of the Act is a "best educated guess" of the 
impact of forcing owners to have insurance by requesting 
a proof of insurance for material damages and tying the 
registration fee to the payment of a premium for bodily 
damages: registering many (presumably old) cars became 
too expensive. 


Effects of Qualitative and Structural Changes 


Table 3 (page 18) shows the percentage variation of 
each dependent variable due to the qualitative change 
brought by the Act. These variations are computed at the 
mean value of the sample, i.e., for an "average point" 
rather than at the specific moment of implementation of 
the legislation.4 


5. SIGNIFICANCE OF THE RESULTS 


The Principal Effects of the 1978 Act 


Table 4 (page 19) summarizes the main effects of the 
1978 Act, estimated both visually and with the help of a 
combination of DRAG model results and educated guesses. 
Estimates based on the model are lower than the visual 
estimates: if model elasticities had been evaluated for 
the 12 months previous to the implementation of the Act, 
and not for the whole sample period, they would be some- 
what lower (as indicated by the starred values). This 
being said, it is clear that, although it is difficult to 
be precise about the impact of the Act on the level of the 
three quantitative factors considered, most of the impact 
of the Act occurs through its qualitative or structural 
change: in Table 4 (page 19), adding up the first three 
columns yields -1.19Z%, —0.37% ‘and 3.26%. or values “that 
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TABLE 3 
Qualitative Effect of 1978 and 1961 Automobile Insurance Acts 
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March 1978 Act July 1961 Act 
Reference Model eference Mode odel Varian 
Dinect @indge 1ocal Direct Ind. Total Direct Ind. Total 
Dependent Variable (t-st.) (t-st.) (t-st.) 
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(0.76) (e035) Gigd4) 
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Direct: Holds road use constant. 

Indirect: Allows for variation in road use. 

Total: Direct + Indirect 

Reference Model: Found in (3]. 

Variant Model: Unpublished results with driver quality risk index. 

t-statistics of underlying regression coefficients shown in parentheses are 
computed conditionally upon the estimated functional form of the regression 
equations and differ from the unconditional values presented in Ea). 
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TABLE 4 
Main Effects of 1978 Automobile Insurance Act 
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Values for the first three columns are obtained by multiplying respectively 
the direct, total and indirect elasticities of Table 2 by the best educated 
guesses described in the text. Starred values denote values obtained by 
evaluating the model elasticities on the same basis as that used for the 
visual estimates -- the twelve months previous to the implementation of the 
Act. 


would not offset the corresponding values of 11.0%, 26.3% 
and 6.8% unless the "best educated guesses" used to obtain 
the results for the three quantitative factors were drama- 
tically modified. It is clear that we must discuss the 
Significance of the qualitative-structural factor. 


Increased Moral Hazard and Adverse Selection 


i) Reporting Effects or Moral Hazard After the Fact 


In Section 3, we pointed out the possible presence of 
a reporting effect and distinguished between character- 
istic -(D) ay motivation’ to® “report some “accidents “with 
material damages only as accidents with injuries, and 
characteristic (G), a motivation to report accidents with 
material damages only, more willingly to insurance 
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companies. In the absence of further data, for instance 
on the number of hospital admissions related to road 
accidents, the possible tendency to exaggerate claims for 
injuries cannot be ascertained exactly; neither can we 
measure the net reporting effect on accidents with 
material damages only. However, it is certain that 
reported increases in such accidents and in injuries are 
not solely due to a possible reporting effect: this would 
imply that fatalities (that can be neither faked nor 
hidden) had increased? because of higher road use and 
qualitative change associated with the Act, but that all 
other measures of road safety had remained unchanged. 
Moreover, other considerations to be presented shortly 
also imply real increases in all measures of road safety. 


ii) Compulsory Insurance and Moral Hazard 


The first consideration that points to a strong real 
component in all three main measures listed in Table 4 
(page 19), is the effect of characteristic (E) of the Act, 
which effectively increased to about 100% the proportion 
of vehicles insured by insurance companies. This may seem 
unexpected because the obligation to carry a minimal 
amount of third party liability insurance existed since 
July 1961; it appears that the added obligation to show 
proof of private insurance for material damages and to pay 
a premium for bodily damages simultaneously with the 
vehicle registration application made it more difficult 
than before to avoid insurance. The 1961 law increased 
the proportion of insured vehicles approximately from 0.65 
toy .8l4y ayuvariatzon:thateis <ompanable;;to _thats ofthe 
1978 law. An idea of the effect of this forced insurance 
may be had by consulting Table 3 (page 18) where two 
estimates of the effects of the 1961 law are given. 
Both models indicate increased: fuel sales, increased 
accidents with material damages only and increased 
injuries; the effect on fatalities is uncertain, but on 
balance probably positive. It seems that forcing 
consumers to be insured reduces their care; in this 
respect, the 1978 law simply had more administrative teeth 
than the 1961 law, and certainly reduced driver care, but 
one cannot assign a precise part of the total increase to 
it, even on the basis of the 1961 results, because the 
remaining 15% of uninsured vehicles must have been 
different from the previous group that had been responsive 
to the requirements of the previous law. 


Za 


iii) No-fault and Moral Hazard 


Essentially, being forced to be insured reduces the 
consumer's size and variability of loss in the event of an 
accident; the no-fault provision of the law also reduces 
the rewards of driver care but, in the absence of previous 
experience with this feature of the Act, there is no way 
to assess its importance, let alone compare it with the 
forced insurance and flat premium parts of the total 
effect. For other jurisdictions, we have not found model- 
ing results on comparable complete no-fault systems for 
bodily damages; neither do Landes' [5] results on the in- 
troduction of limited no-fault insurance in 16 American 
states provide any guidance: they were obtained with a 
very simple model and shown by Zador and Lund [6] to be 
very sensitive to slight changes in specification. 


iv) Flat Premium Rating and Adverse Selection 


A third consideration pointing to a strong real com- 
ponent in the totals for (1) and (4) in Table 4 (page 19) 
is the indirect evidence of the impact of the uniform 
premium system for bodily damages. By subsidizing "bad 
risk", this system created adverse selection. Of course, 
"bad risks" have higher accident rates in all accident 
categories -- not only in the fatal category. Evidence of 
this additional adverse selection, with a significant 
effect on the risk composition of the stock of drivers, is 
extremely strong. 


Consider Graph PRI1617C (page 22) showing the propor- 
tion of drivers belonging to the 16-17 age group. The age 
pyramid was such that their share of the total stock of 
drivers was stabilizing around 1976 and 1977. The new Act 
shifted this plateau upwards by about 2-3 percentage 
points, a 15-20% increase of the share. In [3], we show 
that the relative participation rate of the 18-19 age 
group also increased rapdily for 2 years before getting 
back on trend. 


Of course, the effect of the subsidization of rela- 
tively bad risks did not occur only in these obvious 
classes. One can see on Graph PRCOF/0 (page 22) that the 
proportion of women in the stock of drivers, which had 
been increasing according to a linear trend, suddenly 
started increasing much more slowly along a new trend line 
-- the slope suddenly changed, as one would expect from a 
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structural price change taxing women to the benefit of 
men e 


Our "best educated guess" of a 3% increase in the num- 
ber of driver permits does not mean that all of this in- 
crease consisted in "bad risk". The Act lowered the 
average price of insurance and changed relative prices, 
and perhaps also some absolute prices, to the disadvantage 
of "good risk", some subcategories of which might have 
shrunk. Adverse selection only means that the average 
quality of the stock of drivers fell. 
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6. CONCLUSION: DETERRENCE AND EFFICIENCY 
EE AND EP LCLENCY 


With the help of the DRAG model, we conclude that the 
1978 no-fault law in Quebec certainly increased real (not 
only reported) road accidents and victims but that the 
estimated increases, although plausible and conservative 
when compared to the results of intuitive visual analyses, 
are not all very significant in a statistical sense. Our 
results also suggest that the main effects-of the law did 
not occur because of the subsidized and reduced average 
real price of insurance, the resulting increased number of 
drivers, or the decreased number of cars: they apparently 
occurred because of the qualitative and structural change 
of the new system. This structural change consisted 
mainly of (i) forcing 14-18% of uninsured vehicles to 
carry insurance, (ii) removing the notion of fault for 
bodily damages and (iii) charging a flat-rate insurance 
premium for bodily damages independently from the driver's 
safety record! It is not possible to unravel the influ- 
ence of each of these three simultaneous components, but 
previous moral hazard experience with compulsory auto- 
mobile insurance and the very strong evidence of adverse 
selection caused by the subsidization of highrisk drivers 
Suggest that the contribution of no-fault, as such, to the 
reduction of driver care and deterrence was very small 
compared to the contributions of the two other elements. 


It is in principle possible to cOrrect most of tne 
inefficiencies caused by the law by setting up an adequate 
rating system that induces individuals to face the true 
social road safety cost of driving. Boyer and Dionne 
[7,8] have shown that multi-period no-fault insurance con- 
tracts based in part on the individual's past driving 
record can give individually rational self-protection 
activity levels that are socially efficient over time in 
the presence of both moral hazard and externalities; they 
are studying the empirical foundations of such a system 
and have already shown [9] that an individual's previous 
accident, demerit point and infraction records are Sig- 
nificantly related to the probability of accident. The 
detailed design of an experience-rated pricing system, 
particularly of one compatible with the absence of dis- 
crimination on the basis of age or sex, or the formulation 
of an equivalent combination of insurance premia and 
fines, is an empirical matter that will take time to 
evolve. It is also clear that the potential inclusion of 
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of information from police records into the pricing system 
is easy in the presence of a centralized rating agency or 
mechanism. 
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ENDNOTES 


1. As the proportion of insured vehicles increased by 19% 
from 84% to 100%, this number is compatible with the 204 
increase in the frequency of claims per vehicle experi- 
enced by insurance companies. 


2. A part of the existing tax revenues from fuel sales 
was earmarked to finance the public régime, but the tax 
rates on fuel were not increased. 


2. As shownan [2], it is, difficult to estimate che eal 
price change as one has to take into account the new 
structure of the private sector as well as the respective 
roles of economies of scale, subsidies from general reve- 
nue and internal accounting rules within the new public 
administration. 


4, The DRAG report uses a new analytical formula to com- 
pute these "elasticities" for dummy variables. The form- 
ula used is exact in the case of linear equations and 
approximate in the case of non linear equations. 


5, On a calendar year basis, fatalities increased from 
1,556 to 1,765 (13.43%) in Quebec as they fell from 3,697 
to 3,664 (0.89%) in the rest of Canada between 19/77 and 
1978. (Reported in: G. Ledoux, BILAN INTERNATIONAL des 


victimes de la circulation routiere de 1970 a 1981: le 
Québec et le Canada. Rapport technique. - Régie de 


1'Assurance Automobile du Québec, avril 1985). 


6. Estimates obtained with the model variant are probably 
more accurate than those of the reference model because 
they are based on a more refined representation of the 
influence of the lowering of the minimum driving age a 
year later. 
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I. INTRODUCTION AND OVERVIEW 


The Ontario automobile insurance industry has been the 
subject of analysis and debate periodically over the last 
15 years. The questions about the competitive structure 
of the industry and whether there should be a government- 
run monopoly (Crown Corporation) seem to be highly corre- 
lated with major increases in automobile insurance premi- 
ums and limited availability in coverages. 


Just recently, interest in this area has re-emerged 
due to high premiums for certain sub-groups of drivers, 
teenagers and taxicabs for example, to allegedly high 
premiums in Ontario compared to the public systems in 
Manitoba, Saskatchewan and British Columbia, and to the 
large increases in Ontario's premiums over the last few 
years. 


The public versus private delivery of Ontario automo- 
bile insurance has received increasing attention recently; 
one of the opposition parties made the introduction of a 
public automobile insurance system a major plank in its 
election campaign. Public awareness of the issue has been 
heightened by comparisons of premiums for particular 
classes of drivers across the public and Ontario systems. 
The Ontario government in response to these concerns has 
frozen premium rates, required a roll-back in rates for 
teenage drivers and has announced the establishment of an 
auto insurance rate review board; this board would provide 
regulatory oversight on Ontario insurance rates. 


In addition, the Ontario government recently estab- 
lished a task force under Justice Osborne to conduct an 
inquiry into Motor Vehicle Accident Compensation in 
Ontario. The emphasis of this Inquiry is the current tort 
system of compensation for injury and the implications of 
changes to a system of no-fault. In the terms of refe- 
rence, one area for study was an evaluation of a private 
versus public delivery of a no-fault system of automobile 
insurance. This issue, as formulated in the terms of 
reference, covers two areas: public versus private deli- 
very efficiency holding tort system constant and fault 
versus no-fault, holding delivery constant. Ttmers: vthe 
first of these two areas that is covered in this report 
and the background studies. 
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This research project investigates the state of compe- 
tition in the Ontario automobile insurance industry with a 
view to identifying any competitive problems and recom- 
mending an appropriate regulatory response. The regula- 
tory response, apart from the existing solvency and mini- 
mum capital requirements, can range from information pro- 
vision to consumers about the insurance product, through 
formal rate regulation, to the establishment of a Crown 
Corporation to provide automobile insurance. Some under- 
lying assumptions of the study were the maintenance of the 
current fault system and the continued use of some system 
of risk rating to establish differential insurance premi- 
ums. In this report, the negative consequences of mini- 
mizing risk differences in premiums will be considered in 
Section wil. 


Three studies, commissioned for this project, address 
the areas of competition in the industry, efficiency com- 
parison “of public versus private automobile insurance 
systems, and the appropriate regulatory response to ob- 


served competitive problems in the industry. The first 
area of interest was investigated using the widely- 
accepted structure-conduct-performance paradigm. This 


methodology determines whether industry structure and per- 
formance is consistent with a competitive or collusive 
market. In addition to an evaluation of the overall auto- 
mobile insurance market, sub-markets such as re-insurance 
and taxicabs are also considered. The structure analysis 
was undertaken in the report by Professor Potvin; industry 
performance was evaluated by Professor Booth in his 
report. The conclusions of these studies are that the 
structure and performance of the industry are consistent 
with a competitive market; potential problems injasab= 
markets are unlikely to be serious; and premium levels 
reflect the expected costs of providing insurance. 


The issue of the relative efficiency of public and 
private plans is investigated by Professor Booth. Given 
that economies of scale are non-existent and entry and 
exit is observed in the market, it is unlikely that public 
systems are any more efficient than private ones. Any 
observed expense differences are related to differences in 
services provided and procedures undertaken. Although 
direct estimates of the costs incurred by public plans if 
they engaged in the same functions as private plans are 
not available, indirect evidence suggests that public 
plans would not have significantly lower costs. In addi- 
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tion, a number of costs incurred by private systems need 
not be covered by the public systems; examples are cor- 
porate income taxes, direct charges for use of government 
services, and in the case of British Columbia, the 3% pre- 
mium tax. These subsidies clearly bias the comparison 
against the private companies. The conclusion is that 
public systems are not more efficient than private ones 
and cost imputations associated with subsidies could re- 
sult in their being more expensive. One important conclu- 
Sion is that comparisons of premium levels are at best a 
rough indication of relative efficiency and at worst, are 
misleading. Therefore, little reliance is placed on these 
comparisons. 


The final issue of regulatory response is considered 
in the paper prepared by Professor G.D. Quirin. This 
paper summarizes the regulatory practices of a number of 
jurisdictions and considers the problems associated with 
these practices. An important implication of this study 
is that there will be serious problems of employing rate 
review procedures when the industry is essentially compe- 
titive. The problems include a reduction in innovative 
rating procedures, no competition in pricing, diminished 
entry from the industry, substantial costs of the regula- 
tory process, a reduced supply through increased exit, and 
with the removal of competition, a decrease in operating 
efficiency. An alternative scenario is that the regula- 
tory process could be "completed" either by the industry 
or the political process. If the former, rates under reg- 
ulation would be higher. If the latter, uneconomic cross- 
subsidies could be introduced. The conclusion is, given 
that the industry is competitive, no regulation over and 
above the existing solvency/capital requirements is neces- 
sary. If regulation is desired for non-economic reasons, 
the best approach is the California model which relies on 
market competition to regulate prices and a regulatory 
oversight to evaluate the degree of competition in the 
markets. The next best alternative is a file-and- use 
system where there is no constraint on the use of differ- 
ential rates on the same policy or on the use of policies 
that deviate from the standard policy. 


If there is a perceived problem with consumer igno- 
rance concerning the product, this should be addressed 
directly by information provision. However, there are 
other products which are difficult to interpret where 
information provision is not required. in eaddition, 
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insureds do shop around since the lapse rate with the 
insured’s current broker “is “about? 15. to 730% per year. 
These individuals must be switching based on some inform- 
ation such as price for a given set of coverages. 


This report is structured as follows: in section II 
some analytical issues are described to provide the frame- 
work for the analysis. The section describes the product, 
develops a model for insurance and draws some implications 
from this model for the setting of premiums and describes 
the concept of market failure along with the appropriate 
regulatory responses; in section III the structure- con- 
duct-performance analysis is presented. Section IV ad- 
dresses the efficiency of public compared to private de- 
livery of insurance and deals directly with some of the 
conclusions of the Woods Gordon Study on this issue; the 
regulatory response is provided in section V and conclu- 
sions and recommendations are summarized in section VI. 


II. SETTING THE FRAMEWORK FOR ANALYSIS 


1. Market Failure and the Regulatory Response 


Economists have long extolled the virtues of a compe- 
titive: marketoetivs Sin“ fact iS the norm against which 
all other potential market structures are evaluated. Ina 
competitive market, prices charged for goods and services 
are just sufficient to cover costs and provide firms with 
a normal return on investment. This normal return (also 
referred to as zero economic profits) reflects the risk on 
any investment needed to provide the product or service 
and is just sufficient to induce firms to stay in the in- 
dustry but not sufficient to’ entice firms to enter. In 
addition, production occurs under the most efficient com- 
bination of inputs and the economy's resources are allo- 
cated to the most efficient uses. 


There may be situations in which the market for a par- 
ticular product or service deviates from the competitive 
norm and the competitive market does not reach its full 
potential. When this occurs, there is a market failure 
and government intervention in the market is often justi- 
fied on the basis of this market failure. However, any 
interference in the market must be justified after consi- 
dering the costs and benefits. The costs do not refer 
only to out-of-pocket costs but to induced changes in 
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the industry which result in an inefficient use of re- 
sources. 


If a market failure is observed in a particular indus- 
try, the crucial question becomes the form of the govern- 
ment intervention. The extent of the intervention should 
be related to the degree of the market failure. For ex- 
ample, a small deviation from the competitive norm due to 
high costs of informing consumers suggests that any inter- 
vention should assist the competitive process by providing 
information. A more serious market failure may result in 
the scrapping of the vestiges of competition and the in- 
troducion of a regulatory process which takes price- set- 
ting power out of the hands of the industry. Therefore, 
the regulatory response should be in proportion to the 
failure. To use a blunt all-encompassing regulatory in- 
strument, such as the establishment of a Crown Corpora- 
tion, when all that is needed is a focused, small inter- 
vention, is very costly to the economy in terms of ineffi- 
cient use of resources; the product will be produced and 
priced inefficiently. 


Market failures refer to natural or inherent reasons 
why an industry will evolve from a competitive norm or 
will cease to exist. Therefore, the formation of a cartel 
of producers is not a market failure in our sense although 
it is certainly a deviation from the competitive norm. 


Market failures take the following forms: 
i) Transaction Costs 


There are significant transaction costs facing con- 
sumers in informing themselves about the characteristics 
eLocne) iproduet? off ajgparticular sitirmse om off -anothem firm 
producing similar products. This can provide each firm 
with some power over price and hence result in a deviation 
from the competitive result. Obvious responses are to 
introduce minimum standards through licensing or to estab- 
lish an information provider. In some cases it is con- 
ceivable that the deviations from the competitive norm are 
so small that even the costs of the modest intervention 
exceed the benefits. In this case, no intervention would 
be warranted. 
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ii) Natural Monopoly 


Et as! ysuggésted. that <ingisome: industries; aythexrcost 
structure is such that the larger the firm the lower the 
average "or per Unit? costs “of -~production.® “In this case, 
competition among firms is impossible and only one firm 
may be viable. This produces a monopoly under which the 
producer controls price and production; in addition the 
monopolist may prefer to operate less efficiently than a 
competitive firm. The result is an inefficient allocation 
of resources. Since entry is impossible, the natural 
monopolist is free from competitive pressures. The normal 
regulatory response is to introduce a regulatory scheme 
which sets prices based on costs and a return on invested 
capital. This procedure introduces its own inefficiencies 
but it is alleged that the benefits of this intervention 
exceed the costs. 


Tit iiexbernalities 


In most markets the prices charged for a product or 
service reflect all the costs imposed on society in the 
production of the product. However, it is argued that 
there are situations in which the use of a product imposes 
costs on other parties. These costs are not reflected in 
the price of the product and hence the market price does 
not act as a deterrent to the generation of these external 
costs. These third party costs are called externalities 
and their presence has been used as a justification for 
government intervention. The externalities may also refer 
to benefits which are not factored into the product price 
and hence insufficient benefits will be produced since 
output will be too low. 


An example of a cost externality is the cost imposed 
on other motorists when a new motorist enters a highway; 
this is called a congestion externality. An example of a 
benefit externality is the employment effects and tax 
benefits that occur from setting up risky businesses. The 
latter has been used to justify government loan guarantees 
on high risk business loans; these loans would not be 
undertaken by the private sector since the participants in 
this market do not value the positive externalities. 
There is not much evidence to justify the importance of 
this externality and it is used only as an example. 
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The purpose of this report and the underlying research 
is to identify whether there are market failures in the 
automobile insurance market which justify government 
intervention. If the industry is found to be competitive, 
then the imposition of regulations affecting pricing 
strategies and product development will be detrimental to 
the provision of automobile insurance and the use of the 
economy's resources. 


2. Definition of the Product 


The product of concern in this report is the standard 
Ontario automobile insurance policy and the price (ice., 


premium) charged for this product. The product is an 
aggregate of three separate coverages each of which has 
specific costs to the company and premiums. Since the 


coverages are sold in a bundle, although specific types 
and levels of coverage may differ among insureds, there 
are common costs such as selling and administration that 
are not allocated to each segment. 


The composite or bundled product provides protection 
to the insured for costs incurred along three dimensions; 
these are known as schedules. 


mT aSchedubews: OT Thixd Party Liability Coverage 


This section protects the insured against liability 
imposed by the tort system for loss and/or damage re- 
sulting from the ownership, use or operation of the auto- 
mobile, and resulting from bodily injury to or death of 
any person or damage to property. The minimum coverage of 
$200,000 is compulsory, and excess coverage can be purs 
chased. 


The cost to the insurance company of dealing with 
claims on this Bodily injury and Property damage (BIPD) 
section in any policy year will depend upon the frequency 
of accidents, the dollar level of court awards and the 
cost of using the tort system. The actual dollar value of 
claims costs can increase over time with inflation and the 
number of drivers in the specific area. However, there 
also may be structural changes that will cause significant 
changes in observed claims costs. These include changes 
in the costs of using the legal system, changes in payouts 
on BIPD suits through the tort system and the use of a 
gross-up for taxation of lump-sum awards to insureds. In 
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addition to changes in the size of the award, the total 
claims costs can increase with an increase in the number 
of legal suits. It is anticipated that certain provisions 
under the Family Law Act in Ontario will increase the use 
of. the: tort: isysteme toraciaims . jof .thirdepantiests (rebas 
tives). The greater the frequency of these claims, the 
higher are the expected claims costs. 


ii) Schedule B: Accident Benefits Coverage, No-fault 


Accident benefits coverage, on a no-fault basis, is 
provided under this section of the standard automobile 
insurance policy. There is compulsory coverage for medi- 
cal payments, funeral expenses, disability income benefits 
and death benefits. The benefits are limited and for 
claims above this 'threshold' or scheduled value, there is 
access to the tort system. 


Since a significant number of the claims are below the 
threshold value, the actual claims costs are unaffected by 
the cost of using the tort system and any of the struc- 
tural changes noted in the discussion under Schedule A. 
The actual claims costs in any province will depend upon 
the scheduled threshold values in the province. 


iii) Schedule C: Collision Coverage 


The coverage under this section in Ontario is op- 
tional and can cover a wide range of specified perils. 
There are four levels of coverage for which an insured 
may obtain indemnification. The most inclusive of the 


coverages is the ‘all perils' coverage. Collusion Vor 
upset limits coverage to damage incurred in collision or 
upset of the vehicle. Comprehensive coverage provides 


indemnification for damages other than collision or upset 
and specified perils is a coverage limited to loss from 
specific events. 


These coverages invariably include a deductible por- 


tion. This generates 'co-insurance' which makes the in- 
sured partially responsible for covering the cost of the 
damage. This may assist in generating better driving 


habits and ultimately lower premiums. 


The cost of collision claims is affected mainly by 
the inflation in automobile repair and replacement costs. 
The costs of using the tort system to determine fault are 
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minimized through the use of a formula approach to define 
guilt in specific accidents. The result is a circumven- 
tion of the court system and thus a reduction in costs. 
This innovation was introduced by the insurance companies 
to minimize legal costs; without the formula definition of 
fault, it would pay an insurance company to incur legal 
costs to determine fault. This would be a profitable 
decision #ifor;wthe, dandividual: firm but. at an aggregate 
level, costs (and hence premiums) would have to be suffi- 
ciently high: to cover the additional legal costs. 
(Grubel, 1985) 


For each of the three schedules there are claims 
costs. The actual amount of these costs is referred to as 
ex post claims experience. An important distinction must 
be made between ex ante and ex post. The level of premium 
set for each coverage (ignoring the common expense compo- 
nent) will depend upon the insurance companies, expecta- 
tions of the losses to be incurred for the specific level 
of coverage in each section. The expectations will be 
based on the actual claims costs incurred and the impact 
on claims costs of any changes in claims payouts or fre- 
quency of law suits. 


If the actual costs during the policy year are equal 
to the expected costs, then the insurance company will 
earn its level of expected profit. However, since claims 
costs have a random component, it is likely that ex post, 
the claims costs differ from their ex ante level. As will 
be argued in a subsequent section, this does not mean that 
the insurance company can increase its premiums in the 
future for the specified segment to recapture the loss, if 
the actual losses are greater than expected, or to reduce 
the premium if actual losses are less than expected. The 
premium will reflect the expected level of costs over the 
policy year; historical loss experience will be one factor 
in determining the premium. 


3. Model of a Casualty Insurance Company and 


Implications for Performance 


A very effective method to provide a framework for 
analysis and to understand how an economic entity operates 
is the use of a model; in our analysis a model is used 
that incorporates the major issues in the insurance 
market: risk and the time value of money. The model 
makes a number of simplifying assumptions but even so pro- 
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vides many relevant and important implications for the 
expected profitability of the underwriting and investment 
activities of a casualty insurance company. In addition, 
as some of the assumptions are relaxed, a richer set of 
implications are obtained. 


The model is developed in the Booth paper; it evalu- 
ates the insurance contract from the viewpoint of the 
equityholder who is the ultimate owner. No distinction is 
made for joint stock or mutual companies since research 
results (Mathewson and Winter, Halpern and Mathewson) 
suggest that they behave very similarly with respect to 
profit maximization for equityholders (for joint stock 
companies) or for policyholders (for mutualized firms). 
The models consider first an insurance company in which 
there is no regulation of any kind including solvency 
requirements. A second model introduces solvency regula- 
tions by relating the premiums written to the amount of 
equity capital in the firm. Finally, the impact of*corpo- 
rate taxation is considered. 


a) No Regulation 


The first model identifies the expected profits to the 
equityholders of the firm from their investment in the 
equity of the company. The expected profit is composed of 
three “elements ov’ he i first “portion’ results: from “the in= 
vestment of the equity funds in the investment portfolio 
of the firm; this is like the earnings generated from the 
investment of funds into an investment or mutual fund. 
The second portion represents the income generated on the 
'prepayment' of premiums by the policyholder. Since pre- 
miums are collected in advance of when they are needed to 
pay a claim and since claims need not be paid immediately, 
especially if there is pending litigation, funds for 
investment are provided by premiums. These two sources 
represent investment income. The third element represents 
the income derived from the underwriting or insurance 
exposure part of the business. This expected income is 
equal to the difference between the premium dollars col- 
lected. and the expected claims, variable and fixed 
costs. It is important to stress that the actual pro- 
fits earned by the insurance company need not equal the 
expected profits. If the actual values of the loss ratio, 
expense ratio or return on the investment portfolio differ 


43 


from the expected value, then actual profits deviate from 
their expected value. 


Based on a well-accepted model of the valuation of 
risky cash flows, the model determines how the premium 
should be set so that the market value of equity is maxi- 
mized. The model assumes that the risk from the insurance 
operations is diversifiable and hence there is no need to 
provide a rate of return on funds invested in the insur- 
ance business that exceeds the risk-free rate. This does 
not imply that there is no variability in the underwriting 
performance of the firm, however, the variability is inde- 
pendent of the movements in the overall economy and hence 
can be diversified away. 


From this assumption, the premium is set such that the 
underwriting ratio, defined as unity minus the sum of the 
loss and expense ratios, is expected to be negative. Thus 
for every dollar of premium, the claims and expenses are 
in aggregate greater than one dollar. The loss is equal 
to the proportion of each premium dollar available for 
investment times the risk-free rate. The implication of 
this model is that the expected underwriting ratio is just 
offset by the investment return expected to be earned in 
the investment of 'free' capital generated from the 
writing of insurance... Therefore,;,it.is expected that the 
underwriting profit earned by the insurance company on a 
line or on all lines should be negative. 


For example, if the interest rate is 10% and every 
dollar in premiums generate $1.10 in investible funds, 
then the underwriting loss per dollar of premium is 11 
Centsi ise. fSheatx <1)? 


One interpretation of this result is that the pur- 
chaser of an insurance policy is pre-paying for a service. 
Suppose the insurance company were able to obtain these 
funds and not have to pay the insured for the use of the 
funds. The result is that the insurance company obtains 
funds at a zero cost and invests them to earn a positive 
ratejote return: (eithis, profitabilityswilledraws more com- 
panies into the insurance business and, in order to 
attract business, the entrants will lower premiums and 
hence underwriting profits. The premium reductions will 
continue until the insured is being given credit in the 
premium paid of an amount equal to the risk-free rate for 
the use of their funds. The net result is a zero economic 
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profit on the underwriting business and imputed risk-free 
return on the investment of the premium. 


Another way to Look ate thisimesul ts isetosreeognize 
that in the model, the insurance portion of the business 
is totally self- financed; no equity funds are needed for 
the ongoing operations of the company. Since the policy- 
holders incur no risk, their return is the risk-free 
race. 


Another interesting result is the role of common 
equity in the company. The premiums written reflect 
potential claims and the policyholder may be concerned 
that under certain circumstances there will not be suf- 
ficient funds available to pay claims. To reduce this 
risk the insurance company has an equity cushion to pro- 
tect against catastrophic loss. There is no part of the 
equity that is allocated or needed for the insurance oper- 
ations. Hence, there will be no return expected on equity 
from the basic insurance business. The equity is invested 
in the bond and stock investment portfolio; both the cash 
flow and the principal amounts may be used to pay claims. 
The greater the ratio of premiums to equity, the riskier 
is the policyholder's potential claim. In an unregulated 
environment the insurance company chooses the ratio of 
premiums written to equity based on a number of variables 
including underwriting variability and bankruptcy costs. 


The expected rate of return on equity earned by the 
stockholder is composed of two parts; the first is a re- 
turn on the investment in the securities portfolio less 
fixed costs; the second is a return to reflect the risk 
level accepted by the equityholder. This is portrayed in 
Figure l. 
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FIGURE 1 
Expected 
recurni on 
equity 
Prom. 
E 
(rA — F/E) 


The relationship portrayed in Figure 1 is 
Profit/E = Ci ine eet (ct aneir) PEAR 
where Profit/E = expected rate of return on equity 


ra = expected return on investment portfolio 
FE = fixed costs as a proportion of equity 
r = risk-free rate . 
P* = dollars generated for investment from premiums 
E = equity investment 


The variable P*/E is a measure of the leverage ratio 
or risk accepted by the equityholder. 


The implications of this model are very important. 
First, an underwriting loss is the expected result; an 
industry rule of thumb suggests a 10% loss on automobile 
insurance. When the imputed return from the investment 
income is included, the net underwriting loss is expected 
to be zero. The Booth report identifies net underwriting 
results for the Ontario automobile industry ranging from a 
high of 8.6% in 1982 to -12.9% in 1985. Second, as in- 
terest rates increase, the profitability of investment 
increases and to obtain more 'free' capital for invest- 
ment, the insurance companies will lower premiums. This 
will increase the loss from underwriting activities and 
increase expense and claims ratios. Third, as the amount 
of funds available for investment purposes per dollar of 
premiums increases, the premium will fall. Thus a firm 
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which can slow claims settlement will have lower premiums. 
This provides compensation to the policyholders for the 
delay in settling the claim. Fourth, the insurance com- 
pany is composed of two pieces) —-,anoninsurancemunder- 
writing function which is financed by premiums and an 
investment fund into which equity investments are placed. 
The amount of equity capital used is determined by the 
firm. The insurance company can expand its insurance side 
of the business without any increase in equity if it is 
felt »that»;thesresulting misk) ,isa tolerable. These two 
businesses undertaken by insurance companies lead to some 
confusion. The observed profitability of the insurance 
company usually refers to the total operation; therefore 
profits may be large or small or negative depending upon 
returns on the equity invested in the securities portfolio 
and the underwriting performance of the firm. It is the 
latter only that should be of interest in evaluating the 
competitiveness of the industry. The profits from the 
investment portfolio do not accrue to the policyholders in 
a joint stock company, and hence are not relevant in de- 
termining whether premiums are too high. Finally, prem- 
jums must be set based on claims costs, expenses and the 
imputed return on investment of the premium. Observing 
the net underwriting profit based on the premium, one 
should, on average, observe a zero value. If a firm con- 
tinually has negative results, this implies that premiums 
have not been set properly and in a joint stock company, 
this would, result in-.a reductionyin» stockupricessance the 
equityholders' returns are being used to pay claims. Ina 
competitive industry the presence of continuing net under- 
writing-Losses ‘is unlikely,to)occun., In .a-publicytranss 
portation system, continuing net underwriting losses can 
occur and this would constitute a subsidy of drivers by 
taxpayers in general. 


b) Solvency Regulations 


The solvency regulation introduced into the model re- 
lates to the maximum permitted level of premiums per 
dollar equity; for example, for firms under the Federal 
Superintendent of Insurance, the regulation permits three 
dollars of premium per dollar of equity. This regulation 
places an upper limit on the risk to the equityholders and 
insureds. The result of the regulation is to tie together 
the underwriting and the investment decisions; they are no 
longer separable. For a firm to write more premiums, a 
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larger equity base is required. This may slow up adjust- 
ments to competitive opportunities somewhat. 


The implications of this model are similar to the ‘un- 
regulated' one in that there is expected to be an under- 
writing loss which is expected to be offset by investment 
income earned on the premiums. This loss, however, is 
related not only to the riskless rate of interest but also 
to the expected ability of ‘the portfolio investment seg- 
ment to outperform the market. For example, if a company 
expects that it will beat the market on its investment 
portfolio, it will try to obtain more 'free' investment 
funds by reducing premiums. It will have a larger under- 
writing loss than a company which does not believe that it 
can beat the market. Therefore, premiums and underwriting 
losses can differ among companies based on their expected 
investment performance. 


c) Corporate Income Taxes 


The equity investment returns are taxable along with 
any underwriting income that is generated. Since the lat- 
ter is expected to be a loss, the tax impact will be to 
reduce taxes on other income. The taxation of the returns 
on equity investment provide an interesting problem. Why 
would an investor purchase the equity of an insurance com- 
pany and have income from investments that are taxable in 
the hands of the company and not purchase a mutual fund in 
which there is no taxation at the fund level? In order to 
offset this disadvantage, the premiums must be larger so 
as” to, offset, The tax *that\must ‘be paid s “Theveffective tax 
rate is the important variable and with underwriting los- 
ses and the non-taxable status of cash flows from some 
financial instruments, this tax rate need not be large. 
In the Booth work the tax rate used is 15% as obtained 
from a Department of Finance estimate for financial insti- 
tutions and insurance companies. Thus premiums will be 
higher due to the presence of the corporate income tax. 


d) Further Extensions 


One assumption of the model is that underwriting 
activities, although having variability, do not have risk 
since the variability can be diversified away. The diver- 
sification can arise either through multiple line writing 
or through the shareholder purchasing a diversified port- 
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folio. To the extent this diversification is unable to 
remove all risk, the underwriting income will have to be 
increased and the premium holder may have a higher return 
attributable to the premium. 


TII. COMPETITION IN THE AUTOMOBILE INSURANCE MARKET: 
STRUCTURE, CONDUCT AND PERFORMANCE 


1. Introduction to the Methodology 


Thew two extreme (forms) of market’ structure, -are=periect 
competition and monopoly. The former, in its usual ver- 
sion, requires a large number of identical producers 
whereas the latter usually refers to a single provider of 
the good or service. In the perfectly competitive model, 
no individual producer has market power; they each take 
the price as given. In the monopoly model, the monopolist 
has market power. The monopoly result can be obtained 
with many producers if they form a cartel in which the 
price is set at the monopoly level, each participant has a 
certain allocation of production and sells at the monopoly 
price, and there are barriers to entry. The probability 
of a cartel being formed and being successful depends upon 
the number’ of. firms in the industry. Since there is 
always an incentive for each firm in the cartel to cheat 
by selling more than its allotment at a price slightly 
below the monopoly price, the cartel must be policed. The 
greater the number of firms in the cartel, the harder it 
is/.to) identify .ifi,one firm is ‘cheating, and thus, the 
greater the probability that the cartel will unravel. If 
there are no barriers to entry, the high profits will 
induce new entrants who when brought into the cartel 
increase the number of firms in the cartel and the 
probability of cheating. Therefore, market power is more 
likely to be correlated with a small number of firms and 
high barriers to entry since this makes the detection of 
cheating easier and hence the cartel is more viable. 


There is a positive relationship between market power, 
the ability to set price above marginal cost and earn 
monopoly profits, and market structure. Although it is 
possible that a large number of firms can still form a 
cartel, this is unlikely,, Similarly, .as long as there 1s 
the potential for entry and exit, the competitive outcome 
can be observed in a market which has as few as two firms. 
These outcomes may be the exception and not the rule but 
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the importance of entry and exit should not be under- 
estimated. 


The structure-conduct-performance model suggests that 
the key to predicting performance of an industry in terms 
of profitability, technical progress, price determination, 
eve, is? found vinethe structure: ofothe industry. Structure 
includes the number of firms, their size distribution tthe 
ease of entry and exit, the potential for podinit 
activities and cost considerations. Conduct, which is 
influenced by market structure, refers to the firm's 
objectives, price-setting behaviour and behaviour toward 
rivals. This in turn generates industry performance. 


As already noted, structure alone cannot determine 
conduct and performance. As seller concentration is 
increased, it is not always true that there will be collu- 
sion and market power; potential entry iss suffietent ©to 
generate the competitive result. Therefore, market 
structure will given an important indication of market 
power but at its worst, will underestimate the competitive 
nature of the industry when entry is present. 


Market structure is measured in a number of ways. The 
obvious method is to look at the number of firms. This 
approach, while giving some indication of structure, does 
not consider the size distribution of the firms. - To 
accomplish this end two other measures are used; both 
relate to the concentration of the output of the industry. 
The first is called the concentration ratio and it mea- 
sures the proportion of the industry output, or in the 
automobile insurance industry, sales, controlled by a cer- 
tain number of firms. For example, C, is the concen- 
tration ratio for the ‘top four firms. Although there are 
no theoretical values of this ratio to distinguish a com- 
petitive from a monopolistic industry, it is reasonable to 
infer that the potential for collusion and hence monopoly 
power is higher when the four firm concentration ratio is 
90% than when it is 25%. 


The second measure of concentration is called the 
Herfindahl index; this measure takes into consideration 
not only the relative size of the firms but also the num- 
ber of firms. The Herfindahl index is defined as the sum 
over all firms of the square of each firm's market share. 
For pure monopoly, the value of the Herfindahl index is 
1.0. For a perfectly competitive industry in which each 
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firm has the same market share, the Herfindahl index is 
the reciprocal of the number of firms in the induseryarsas 
the number of firms becomes larger, the value of the 
Herfindahl index approaches zero. For example, if there 
are two identically-sized firms, the index value isvl/2: 
With an industry of 25 firms, the index value is .04. 
Since the index is based on the squared value of each 
firm's market share, the greater the inequality of the 
market shares, the closer to unity will be the value of 
the index. 


In most applications, performance is evaluated with 
reference to the rate of return on equity invested in the 
firms within the industry. Although there are a number of 
theoretical problems with this measure (seen Porvims, “it 
cannot be used in the automobile insurance market for a 
number of other reasons. First, automobile insurance is 
just one of a number of lines of insurance written by 
casualty insurers. To identify the results of one line 
would require arbitrary allocations of costs and equity; 
the results would not make any sense. Second, if there 
were firms that wrote only automobile insurance, the rate 
of return on equity would depend upon the investment Dore 
folio returns and the degree of financial riskythi.é., 
ratio of premiums to equity. Any comparisons would have 
to account for very different investment portfolios and 
financial leverage in order to obtain reasonable perfor- 
mance measures. These adjustments are difficult to under- 
take since much of the needed data is not available. 


Finally, statistical evidence is consistent with’ the 
hypothesis that higher rates of return on equity are found 
in highly concentrated industries with> sienaticant 
barriers to entry. This may be due to collusion. But 
with the statistical problems associated with tests of the 
relationships we cannot conclude that high concentration 
necessarily results in market power. However, we can Con” 
clude that a lack of concentration is consistent with no 
market power. 


24% Market, Structure 
2.1 Concentration in the Automobile Insurance Market 
A standard methodology to draw inferences about the 


state of competition in a market is to consider the degree 
to which the output of an industry is controlled by a sub- 
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set of companies. This approach provides an indication of 
the degree of competitiveness; however, as is discussed in 
the Potvin report, the approach can underestimate the 
degree of competition in the model since the influence of 
potential competition and contestable markets is not con- 
sidered. This influence is important since it can gene- 
rate a competitive outcome even with a small number of 
firms. These concerns are addressed again later in this 
section. 


The methodology requires the identification of the 
product, the extent of the market and the definition of 
the entity or unit of analysis. 


i) Product 


(nis ection slit athepproducti sor tistandandisautomobile 
policy was defined in terms of three types of coverages: 
collision, accident benefits and bodily injury - personal 
damage. This describes the product along a particular 
dimension. But in this section a different concept of the 
product is considered; here the product reflects writing 
or selling the policy and administering the policy; the 
latter includes the risk bearing function. In some com- 
panies the writing and administration are combined; in 
other companies the writing is done by agents and the 
administration by the insurance company. Some companies, 
by using reinsurance, can eliminate the risk bearing func- 
tion entirely. 


ii) Output Measure 


Conventional analyses use a measure of total revenues 
as a descriptor of firm size. In the automobile insurance 
industry the analogue would be net premiums written for 
the economic entity; this variable reflects the overall 
risk exposure of the entity since it is equal to direct 
premiums written less reinsurance ceded to other companies 
(or plus reinsurance accepted from other companies). 


Unfortunately, since direct premiums written data are 
available for the Ontario market only, this output measure 
is used in the analysis. Fortunately, this measure pro- 
vides information concerning the relationship between con- 
sumers and individual companies that is not available from 
net premiums written. The former considers the total 
product, i.e., the sale of the policy and its administra- 
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tion and risk bearing; the latter considers only cases 
where the entity sells and administers. For example, con- 
sider the case where a firm has $1 million in direct pre- 
miums written but reinsures the total amount. The net 
premiums written are zero. Should this entity be elimi- 
nated from the analyses of the competitive structure of 
the industry? By using net premiums written this firm is 
eliminated and there is an underestimate of the degree of 
competition in the market. Using direct premiums written 
includes the firm and provides a better indication of the 
competitive structure of the industry. 


413) Definition of the Market 


The automobile insurance market is really composed of 
a number of sub-markets such as taxicabs, long distance 
trucking, small towns, etc. These markets may be differ- 
ent from the overall automobile insurance market and a 
competitive result in the overall market may not be repli- 
cated in the sub-markets where the choice of companies is 
limited. Since the data on the sub-markets is limited, 
the empirical analyses on market structure will apply to 
insurance for non-commercial drivers who have access to 
brokers and agents. A discussion of sub-markets is left 
to a subsequent section. 


LV¥)) 2 Beonomien batty, 


Although a natural measure of the economic entity in 
the analysis as, the individual. firm, Che. existence ola 
group of companies with a common owner, suggests that the 
individual firm is not the locus of pricing decisions. 
Therefore, the entity in the analysis is the group which 
is defined as the collection of all insurance companies 
with the same owner. To highlight the difference, in 1984 
there were 157 individual companies writing automobile 
insurance; this was equivalent to 112 groups. 


v) Empirical Results 


The number of economic entities involved in the 
writing of automobile insurance in the Ontario market is 


large; in 1984 there were 107 groups. The numbers from 
1974 to 1984 averaged 113 with a high of 136 in 1974 and a 
low; tof) 204 s3n 2933- Thus while entry and exit occur, 


there is overall stability. 


po 


To determine the influence of each group in the mar- 
ket, its share in the automobile insurance direct premiums 
written was calculated; the entities are then ranked from 
highest to lowest market share. One striking observation 
is the continued existence of large and small entities. 
For example, in 1984 the largest entity, Co-operators 
Insurance, had 9.39% of the market. The company ranked 
20th, Gore Mutual, had 1,.6%.. As the rank of the company 
fell, the associated market share became very small. 


One interesting feature of the market shares was their 
stability over time. For example, considering the top ten 
companies in 1984, 7 were in the top ten in 1979 and 9 
were in the top ten in 1974. This does not mean that 
there were no substantial changes in rankings; Safeco 
which was ranked 10th in 1984 had rankings of 26 and 25 in 
1974 and 1979 respectively. 


For the companies ranked 11 to 20, there was more 
movement. For example, considering the top ten ranked 
entities in 1984, the average increase in rank for these 
companies from 1974 to 1984 was 1.6 with a standard devi- 
ation of 5.7. However, for the entities ranked 10 to 20 
in 1984, the average change in rank from ranking in 1974 
was 5.9 with a standard deviation of 13.4. This suggests 
that it was easier to 'crack' into the 10 to 20 rank than 
to enter the top ten ranking. 


Finally, a relationship of market shares of each 
entity for 1984 and 1974 demonstrated that large firms 
maintained their market shares over the period. Sub- 
period estimates found that large firms increased their 
market shares over the period 1974 to 1978 and then lost 
these shares over 1979 to 1984, However, the overall 
result is that large firms tended to stay large. 


This conclusion of relative stability in market share 
for the top ten firms is not inconsistent with a competi- 
tive market where the reputation of the firm is an impor- 
tant element in the sale of the policy. Since the pur- 
chaser of automobile insurance is concerned that the firm 
will be financially able to meet a potential claim, the 
reputation of the company is important. One element in 
this reputation is the length of time the firm has been in 
business. Thus, a new firm may have difficulty in gene- 
rating substantial amounts of new business. Rapid growth 
may be available only through merger or acquisitions. 
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However, the industry can still be competitive even with 
the existence of reputation impacts. More will be said on 
this topic? inva Sob b viele section. 


Another method of evaluating the structure of the 
industry is to consider concentration ratios. A number of 
these ratios can be constructed. The most frequently used 
is the Concentration Ratio (CR) which identifies the cumu- 
lative market share of a prescribed number of entities. 
Therefore, CR, is the four firm concentration ratio and is 
measured by the aggregate market share of the top four 
companies. Clearly the larger the market share concen- 
trated in a few firms, the more likely is cartel behaviour 
and hence monopoly pricing. 


Another measure of concentration is the Herfindahl 
jndex which is measured as the sum of the squared value of 
the market share for each entity in the market. This 
measure reflects both the number of firms in the industry 
and the inequality of the size distribution of firnsy= Lt 
the industry is a monopoly, the Herfindahl measure CH)- a's 
equal to’ unity.” ‘If it’ ds perfectly competitive and there 
are a large number of firms its value approaches zero. To 
provide an intuitive feel for the Herfindahl measure a 
number equivalent is often provided (NE). This statistic 
is equal to the number of equally sized companies that 
would generate the observed H measure. The larger the NE 
the more likely is the industry to be competitive. 


All of these concentration measures provide an indi- 
cation of the structure and hence the competitive nature 
of the industry. 


In Table 1 concentration measures for the Ontario 
automobile insurance market are presented for the years 
1974, 1979 and 1984. To assist in understanding this 
table the entries for 1984 are interpreted as follows: 
C,- the top four firms wrote 27.8% of the direct premiums 
written; C, = the top eight firms wrote 44.5%; Cog - the 
top 20 firms wrote 74%. The Herfindahl index had a value 
of .0370 which is equivalent to 27 entities of equal 
size. 
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TABLE 1 
Measures of Concentration in Automobile Industry 
(a) 
Year C, Cy C,0 H NE 
1974 27D 42.64 BO #67 40325 BIG Ree! 
1979 36.9 55.8 83 5 20559 bed 
1984 Dhee aS LAO .0370 ZPe0 


(a) Galiculatedtas1/H:; 


oGurcewinFrgure,o > \PotvineStudy 


There are a number of important observations from 
these concentration measures. First, all measures indi- 
cate that concentration increased from 1974 to 1979 and 
then fell such that the 1984 values are approximately the 
same) asmtoundean 19/4..)oThe slightly ihicher vailue.of.H ain 
1984 compared to 1974 reflects the increased value in 1984 
ever dev/teot Goh dnie-fnpcclightly+hacher inequality.in 
1984, Second, the Herfindahl measure is quite small and 
close to a value of zero found in a competitive industry. 
Thus the industry structure is consistent with a competi- 
tive industry. 


Another way to evaluate the structure of this industry 
is to compare the concentration measures with those found 
in other markets. This comparison is made in the Potvin 
study, Figure 13, where concentration ratios for 20 in- 
dustries are presented for 1980. These ratios are based 
on a national and not a provincial market; the larger the 
market considered, the greater the number of firms and 
hence the lower should be the concentration ratios. 
Therefore, there is a bias in the comparison of a provin- 
cial market to products in a national market toward 
showing the former to be less competitive. 


For the selected Canadian industries, a comparison 
with the 1980 concentration measures for the Ontario auto- 
mobile insurance industry generates the following re- 
sults: 
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Na S| : Only eight of the twenty industries had an 
H measure lower than that of the Ontario 
automobile insurance industry. 


2. CR, : Eight of twenty-two industries have a lower 
value of the 4 firm concentration ratio. 


3. ORe 3, Nine of stwentystwo industries have a lower 
value of the 8 firm ratio. 


4, CRy9: Ten of twenty industries have a lower value 
Oi the 20 btim «rac... 


The conclusions of these comparisons are unambiguous: 
the structure of the Ontario automobile industry is more 
competitive than that of a number of Canadian industries. 
This conclusion is reinforced by the inherent bias against 
a competitive structure in a smaller geographic market. 


Therefore, the analysis of the structure of the market 
is consistent with a competitive industry. The large num- 
bers and the size distribution of the firms make collusion 
very unlikely. A similar conclusion was presented by 
Mathewson and Winter in their analysis of the Canadian 
general insurance market in total and for specific lines 
of insurance in a national market. As noted in a previous 
discussion, this type of structure analysis underestimates 
the degree of competition in an industry since it does not 
take into consideration the influence of potential compe- 
tition; it is the threat of entry when profits are large 
that can maintain competition in an industry. The influ- 
ence of potential competition is investigated in more 
depth when barriers to entry or exit are considered. 


vi) Sub-markets 


Although the overall Ontario automobile insurance 
industry is competitive, this may not be the case for sub- 
markets in the province. In these smaller markets, driv- 
ers may not have access to the large number of companies 
writing insurance. Hence, it is possible that monopoly 
characteristics are found in these sub-markets. The sub- 
markets normally considered are taxicabs, long-distance 
trucking, and high-risk drivers. In addition, it is also 
alleged that drivers in small towns have restricted access 
to companies writing insurance and hence pay monopoly 
prices. We will consider each area in turn. 


5/7 


a) High-Risk Drivers 


In a number of the sub-markets, there has been a sub- 
stantial increase in premium levels and in many cases 
members of these sub-markets are insured by the Facility 
Association. This Association is a non-profit organiza- 
tion of insurers which provides insurance to owners and 
operators of motor vehicles who may have trouble obtaining 
insurance from a specific carrier. 


The groups that make use of the Facility provide us 
with some indication of the sub-markets that may face non- 
competitive pricing. In terms of share of total premiums 
in a sub-market insured by the Facility, the major users 
in 1986 of the Facility Association are taxicabs (46%) , 
enterunban J struckined 12 3y5%)cucpublics, buses. 4i(1501%).6 and 
funeral vehicles and ambulances (10.1%). In terms of 
growth over the period 1982 to 1986, major increases in 
market share insured by the Facility are observed in the 
same groups. In terms of vehicles insured by vehicle 
class, the major user is motorcycles where 22% of the 
vehicles are insured by the Facility; this proportion has 
remained reasonably stable from 1982 to 1986. Some growth 
in the share of vehicles insured was found in snow 
and commercial vehicles. 


From these observations, it appears that potential 
problems of non-competitive pricing could be observed in 
the taxicab, interurban trucking and public bus_ sub- 
markets where choice of insurance company is limited. 


It is important to recognize that increasing premiums, 
reduced coverages or increased use of the Facility does 
not necessarily represent the response of a monopolistic 
industry. As will be discussed in a subsequent section on 
performance of the insurance industry, increasing losses 
and uncertainty concerning damage awards can generate the 
behaviour observed for these sub-markets even if they are 
competitive. It is more than a coincidence that the sub- 
markets for which the Facility has become more important 
are areas in which there are high risks and the potential 
for high third party claims. 


As an example of the kinds of problems that insurers 
face, it was reported in the Toronto Star that over the 
past three years $19 million in premiums were collected 
from the Toronto taxi industry and $38 million were paid 
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out in claims. This makes writing insurance for taxicabs 
very costly.) Amrelated problem regarding long distance 
trucking to the U.S. forces a number of the truckers into 
the Facility. The court awards on bodily injury and pro- 
perty damage are very high imlthe-es..eand? thusethaniex- 
pected claims are also high. Therefore, insurance compa- 
nies have required these drivers to use the Facility. 


The suggestions that the insurance companies' behav- 
sour in this market reflects their monopoly power misses 
the important issue of potential competition from a number 
of sources. If the premiums charged by existing firms or 
the Facility are too high then a number of competitive 
responses are possible: these include entry into this 
sub-market by firms not currently engaged in wobtinegspoli= 
cies for this market; entry of a new firm to serve the 
market; and the formation of a mutual company of indivi- 
duals affected in the particular market. For example, et 
taxicab owners believe that they are being charged mono- 
poly prices or not given adequate coverage, then they can 
set up an insurance company or facility which provides 
insurance at a lower price. In fact, the existence of a 
competitive reinsurance market would assistwin ihhi shires 
ponse to perceived monopoly pricing. 


Therefore, provided there are no barriers to entry 
(and exit), monopoly pricing in a particular sub-market 
cannot be sustained. It is this potential competition 
that will force existing companies within the sub-market 
to consider whether or not the premiums charged will be 
sufficiently high tovattraet entry. 


b) Small Towns 


The second general area of concern is that sub-market 
composed of small towns. Here, it is alleged, that auto- 
mobile owners are limited in their choice of insurance 
companies; the observation leading to this conclusion is 
that there may be only one insurance broker in a small 
town or perhaps an agent of a company that uses direct 
writing. 


Casual empiricism suggests that the number of brokers 
3n a small town is small; this represents the size of the 
local market. However, this does not necessarily imply 
that premium levels will be set at monopoly levels. 
Individuals looking for insurance coverage may find alter- 
native coverage by shopping further afield to adjacent 
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towns. Also, the broker who represents a set of insurance 
companies should be able to find those companies which 
provide the coverage at competitive prices. It may be 
that any problems in small towns may be more a result of 
the single broker in a town and not the state of competi- 
tion in the automobile insurance industry. 


2.2 Rating Bureaus 


In the preceding section the conclusion was that the 
structure of the automobile insurance market in Ontario 
and in fact the insurance industry in general was consis- 
tent with a competitive industry. Perhaps monopoly ele- 
ments can arise from cartel behaviour; one mechanism that 
has been suggested as a vehicle to assist in collusive 
behaviour is the rating bureau. 


In an industry in which reliable information on claims 
experience is crucial for rate making purposes, the rating 
bureau can provide an important service. By spooling oin- 
formation on loss experience for a class of insureds or 
for a particular region, the credibility and reliability 
of the data are better than the observations of the claims 
experience of any one company. By pooling the information 
the random elements observed for any one company's loss 
experience are reduced or eliminated. Since the informa- 
tion must be collected over a number of companies and over 
a number of different risks, there is a necessity to have 
standardized products; to the: ‘extent that “a products is 
unique to a firm or to a small number of firms, the pooled 
information may still not provide enough observations to 
eliminate random elements. 


Not only does the rating bureau provide information 
but it also publishes recommended rates based on a parti-— 
cular formula. For example, the Insurers Advisory Organi- 
zation publishes recommended rates for automobile insur- 
ance based on target expense and loss ratios. It is this 
combination of information provision and published rates 
which could lead to the conclusion that the rating bureaus 
facilitate monopolistic pricing. 


This concern, however, does not appear to have any 
grounding in fact for a number of reasons. First, to be 
effective as a cartel/monopoly where the price is set 
above marginal cost so as to generate monopoly profits, 
there must be a mechanism to allocate market shares and 
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ensure that members of the cartel do not cheat. There are 
no mechanisms of this type found in the rating bureau 
structure. Second, there is no requirement that the mem- 
bers of the rating bureau use the recommended rates. The 
companies may belong to the bureau to obtain the claims 
experience information which is then applied to their own 
rate making formula. Third, not call) companies,.in’ the 
insurance industry are members of a rating bureau. Some 
companies are either large enough to generate reliable 
claims experience on their own or have access to this data 
from other sources. 


Therefore, without any power to enforce cartel behav- 
jour and collusive pricing, rating bureaus, such as the 
IAO, cannot facilitate collusion among insurers. One side 
effect of the rating bureau structure is that there may be 
an impact on innovation; since data is pooled on standard- 
ized products, small companies which cannot obtain their 
own reliable set of data on new products may be unwilling 
to innovate. However, this does not suggest that innova- 
tion in defining risk categories does not occur. 


2.3 Barriers to Entry 


The continued existence of a monopoly depends crucial- 
ly on the ability of the monopolist or the cartel to deter 
firms from entering the industry. The entrant can charge 
prices just under those charged by the monopolist and earn 
above competitive profits. To the extent entry is inhi- 
bited either by the basic structure of the industry or by 
external factors, a monopolist can overcharge, underpro- 
duce and operate inefficiently relative to the situation 
in a competitive industry. 


Freedom of entry is central to the concept of 'con- 
testable markets' under which it is possible to have a 


competitive industry with as few as two companies. A 
contestable market is one in which there can be costless 
hit vand-runeenbrytikeleoy ahiosiinns); Gincumbentassand 


potential entrants face the same costs; there are no sunk 
costs of entry; and entry can occur before incumbents have 
time to respond. These conditions result in the incumbent 
having no advantage over the entrant. If an advantage 
existss7 therentissa: barriervitomentry! sands there>wiis sithe 
potential for a non-competitive solution. Given the large 
number of firms in the Ontario automobile insurance 
industry and observed entry and exit (see Section 
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III-2.3.c), it is unlikely that significant barriers to 
entry or exit exist. We now turn to the potential sources 
of these barriers and evaluate their importance. 


Barriers to entry arise from two general sources: 
those that are imposed externally or due to the nature of 
the product and those that are inherent in the costs of 
prodciucing Othe fipromiet. Lie Sftic ynetonerne une: 


i) government regulations concerning capital 
requirements 


ii) sunk or irrecoverable costs of forming reputa- 
tion 


iii) brokerage system 
iv) monopoly reinsurance market. 


The latter include economies of scale which implies 
that per unit costs are smaller as output grows; also 
there are economies of scope where it is cheaper for a 
firm to write insurance in a number of lines than just in 
a single line. The findings on economies of scale and 
scope are of direct relevance to the issue of public ver- 
sus private provision of automobile insurance. 


AQ Gixtermal Barriers 


i) Government Regulations 


Regulations can inhibit entry by conferring advantages 
on the incumbents or increasing the cost of entry. Mini- 
mum capital and surplus requirements, securities deposits 
and a maximum ratio of premiums written to equity capital 
are the operable regulatory constraints. 


There is no evidence that these requirements inhibit 
entry since they apply equally to new and incumbent firms. 
The minimum capital and surplus requirement of at least 
$1,000,000 is not a sum that is difficult to raise in the 
capital market. 


ii) Sunk Costs and Reputation Effects 


Incumbent firms in the industry have made significant 
investments in firm specific assets which are sunk costs. 
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These investments include the establishment of a distri- 
bution system, either using brokers or agents, initial 
market surveys to determine profitable market segments and 
the establishment of a reputation. The latter is impor- 
tantrior iaproduch/inpwhicheitwismditiionl tesemevaluate 
the «credibility, sof' »the:/supplier suntil, the, services is 
required. In the automobile insurance industry the repu- 
tation concerns the viability of the firm to service the 
clients' claims in the event this is necessary. The com- 
pany makes investments in assets to signal that it is 
indeed viable. The investments include the costs to 
attract brokers, perhaps including reduced prices, and the 
costs of interesting brokers of good reputations to repre- 
sent their product along with others. 


While these investments in establishing a reputation 
are sunk costs to the incumbent, they are incremental 
costs to the potential entrant and if undertaken would be 
lost upon exit. The existence of these sunk costs sug- 
gests the possibility for a barrier to entry. 


The significance of this factor in generating a mean- 
ingful barrier to entry is quite small for a number of 
reasons, First, the solvency requirements provide some 
guarantee of the credibility of the insurance company to 
pay claims. Second, new entry into the Ontario automobile 
insurance market can be accomplished by existing firms 
which have not written automobile insurance in Ontario but 
are established and known to agents and consumers through 
coverages written in other lines. These companies need 
not just be Canadian but entry can be by British or other 
foreign companies who already have the needed reputation. 
Third, reputation and signals of quality need to be di- 
rected primarily to the independent brokers and not the 
public. The former are familiar with the reputations of 
other companies writing in other lines. 


iii) Brokerage/Agency System 


The retailing function in automobile insurance is done 
either directly by the company using agents who sell only 
the company's product or indirectly through the use of 
independent insurance brokers. The brokers represent a 
number of insurance companies and their compensation in 
1985 was approximately 11.5% of the premiums written. The 
brokers incur a number of costs in retailing the product; 
these include the general administrative costs of running 
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the brokerage business, costs of servicing new clients -- 
insurance lapses and insureds, search for new companies; 
and evaluating and allocating insureds to the appropriate 
risk rating category. The continued representation by a 
broker of a particular insurance company will depend upon 
the broker's ability to classify correctly the insureds 
into risk classes. 


Is the retail part of the business represented by the 
independent brokers competitive? If not, then premiums 
would be high to reflect non-competitive returns being 
earned by the brokers. 


There are some indications that appear consistent with 
restricted entry into the brokerage area and hence a re- 
duction in potential competition. The first indication of 
restricted entry is the powers assigned to the Registered 
fnsurances Brokers!\-of "Ontario (RIBO) to anterpret «and 
administer the rules under the Registered Insurance 
Brokers Act. The RIBO have become a_ self-regulating 
organization. Many of the rules of the Act have the 
effect of reducing competition in the brokerage business. 
These rules include the prohibition of automobile dealers 
or perhaps even other financial institutions from offering 
brokerage services to their clients. Also, part-time 
employees are not permitted to act as insurance brokers. 


The second source of restrictions on entry is the 
regulation of brokerage companies. These companies must 
have errors and omissions and fidelity insurance coverage; 
this is in itself not a barrier to entry. There are res- 
trictions on advertising by brokers; this clearly confers 
a benefit on existing companies since an entrant will have 
a difficult time in becoming known. Finally, the majority 
of brokerage companies' shares must be held by registered 
insurance intermediaries although a "grandfather" clause 
exempts pre-1981 companies. This reduces the flexibility 
Om entrants in raising capital. 


Although these regulations appear to restrict competi- 
ions ae) thie: cere? If brokers were earning monopoly 
returns, then we would expect to observe an increase in 
the use of direct writing through agents representing a 
firm unless direct writing were a more expensive alterna- 
tive. Since both the brokerage system and direct writing 
coexist, we can conclude only that the costs of these 
alternatives at the margin are equal. This does not mean 
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that the systems are efficient in the delivery cof sér- 
vices. 


iv) Reinsurance Markets 


An important element in the insurance industry is the 
market for reinsurance. This market facilitates entry, 
exit and risk bearing by purchasing insurance contracts 
from firms that write them or buy re-selling contracts to 
firms that wish to increase the number of policies they 
hold. If the reinsurance market is competitive, then new 
firms can enter and sell insurance and then reinsure. A 
monopoly reinsurance market would purchase insurance con- 
tracts at a monopoly price and an entrant would be unable 
to compete with an existing firm which does not use the 
reinsurance market heavily. 


An analysis of the automobile reinsurance market sug- 
gestsathatewhilewat isimore concentrated than the auto- 
mobile insurance market, the structure is consistent with 


a competitive industry. The concentration ratios are as 
follows: 

Ci s 46.89% 

Ce th Od 59% 


Cog : 92.65% 
H : 0805 
Number Equivalent: 12.4 
The Herfindahl index is sufficiently close to zero to 
be consistent with a competitive industry; and the numbers 
equivalents suggests that collusion would be difficult to 


initiate and maintain. 


B. Internal Barriers 


i) Economies of Scale and Scope 


a) Theory 


The cost structure of the industry will have a crucial 
influence on the number of financially viable firms and on 
the state of competition in the industry. Consider a one 
product industry where the cost conditions are such that 
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as the output of a firm increases the average cost (i.e., 
tetaleseost Sper? unit sofhroutput)ifalls. If the average 
costs continue to fall as output increases then only one 
firm will exist in the industry. Any firm which enters 
and has a lower output than the incumbent will face higher 
costs and thus will not be viable. This is an example of 
a market failure described as a natural monopoly; only one 
firm will survive since it can always produce more cheaply 
than the entrant. This natural monopoly argument is often 
used as a rationale for rate regulation of an industry or 
for the establishment of a government monopoly through a 
Crown Corporation. 


The cost conditions associated with a natural monopoly 
ape thesexception, notvithe.rule.. Undérsneormal--circun- 
stances the average costs will decrease as output increas- 
es, then level off, and perhaps rise as output subse- 
quently increases. The average cost curve is presented in 
Figure 2. The output value labelled A is called the mini- 
mum efficient scale (MES). It represents that minimum 
level of output at which average costs reach their lowest 
point. New entrants, in order to avoid a competitive dis- 
advantage, would want to enter at outputs no smaller than 
A. Notice that between points A and B firms of different 
sizes have the same average costs; therefore the industry 


will have viable firms of different sizes. However, the 
cost structure of the industry would suggest that firms do 
nok ‘Want..to .have-outputs. greater» than B...It.s possible 


that there is no point beyond which average costs increase 
and the cost curve would not place a limit on firm size. 


The 'barrier to entry' here is the minimum efficient 
scale and in some industries this could be large relative 
to the size of the industry. As we will see in the subse- 
quent sections, the result of the empirical analysis and 
the observed entry experience in the Ontario automobile 
insurance industry suggest that the MES is not a barrier 
bo jentrny.. 


Economies of scale refer only to the impact on average 
costs as the output of a particular product increases. 
However, many firms produce multiple products or even if 
only one product is made, the firm may produce different 
qualities of the product. In these instances economies of 
scale become difficult to investigate since there may be 
interactions among the production processes of each pro- 
duct and any fixed costs can be spread over more products, 
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each of which may be produced in small quantities. This 
+s an alternative to the spreading of fixed costs over 
larger output size as with economies of scale. 
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Average Cost Curve 


Average 
Cost 


Output 
A B 


Figure Average Cost Curve 


i. Stl) 3 ORS. ee ee 


The interactions among products is referred to as eco- 
nomies of scope. Economies of scope are said sto exis tine 
the marginal cost of producing a particular product is 
affected by increasing the output of another product. 
Thus, an increase in output of one product or even the 
introduction of a new product will reduce the marginal 
cost of producing another product. Tn# the “insurance* con 
text the marginal cost of writing more automobile insur- 
ance coverage depends upon the existence of other lines of 
insurance. Also, entry into the automobile insurance line 


may reduce the costs in other lines. The interactions 
result in a firm choosing not only the product mix but 
also the output within each product. If economies of 


scope do exist, then the removal of a particular line of 
snsurance will ancrease’ the*cost “of producing insurance in 
other lines as well as increasing the costs of producing 
in the line which is separated. 
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b) Empirical Evidence 


An investigation of economies of scale was undertaken 
in the Potvin study using the conventional analysis of 
relating the total costs of providing insurance to the net 
premiums earned in the automobile, personal and commercial 
lines of insurance. The sample reflects companies which 
typically write in more than one line of insurance. The 
total ‘cost. of “the entity is equal to’ the»sum of agency 
costs, claims settlement and processing, underwriting and 
policy processing and general administration. 


The econometric model attempted to find whether there 
were economies of scale in the three insurance lines iden- 


tified above. In addition, the analysis identified 
whether there were any fixed costs that could be spread 
over lines or larger outputs. With fixed costs, the 


average cost will decrease as outputs increase. 


The econometric model was unable to detect economies 
of scope or economies of scale in the automobile insurance 
line. The test concerning economies of scope is somewhat 
restricted «since it did snot: take’ into “consideration: the 
influence of increasing output in one line on the costs of 
providing insurance in another line. 


The observed entry experience in the automobile insur- 
ance industry is consistent with there being no economies 
of scale in automobile insurance. However, the existence 
of multiple line insurance operations suggests the pre- 
sence of economies of scope. 


There are some methodological criticisms of the use of 
cross-sectional data of costs and output to estimate cost 


functions and derive economies of scale. The criticisms 
refer to the use of accounting data combined with random 
variability in output. These models result in finding 


economies of scale where none exist. 


A methodology which corrects for these problems was 
used in a paper by Halpern and Mathewson. The paper uses 
data which is dated (1965 to 1969) but given that the 
industry structure has not changed dramatically since 
then, the results should be indicative of the underlying 
structure of the industry. 
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Some of the results of direct relevance to the issues 
considered in this report are as follows: 


i) no significant economies of scale exist for 
either joint stock or mutual companies in auto- 
mobile, fire and residual lines. 


ii) no significant economies of scope exist for 
joint stock companies, but they do exist for 
mutual companies when jointly writing additional 
automobile and combined fire - personal injury. 


iii) both types of firms realize cost savings by in- 
creasing the number of lines of insurance that 
they write. This is a gain obtained through 
more effective risk diversification by writing 
across lines whose claims experience is not per- 
fectly correlated. 


Therefore, these results combined with those from the cost 
curve regressions suggest benefits may exist from multiple 
line writing but not from increases in the size of any one 
line of insurance. This implies that there is no cost or 
natunal simonopoly sjwstificatrone torn isestab linshingnsata 
government-owned monopoly in the Ontario automobile in- 
surance. In addition, by setting up the single line mono- 
poly seller of automobile insurance, any gains from econo- 
mies of scope will be dissipated; this would result in an 
upward pressure on expenses and premiums for the Crown 
Corporation. 


C) Entry and Exit Experience 


From the analysis of the external and internal barri- 
ers to entry, it appears that any barriers that exist are 
minor. sand: wrll i notrehave wianyx impact o ontientry ‘tor vexnt. 
Therefore, the influence of actual or potential entry will 
be sufficient to generate competitive pricing in the 
Ontario automobile insurance industry. Also, since econo- 
mies of scope and not scale predominate, entry of all 
sizes is likely to be observed. 


Empirical evidence presented in the Potvin study on 
observed entry and exit in the Ontario automobile insur- 
ance market is consistent with the absence of barriers to 
entry. Over the period 1975 to 1984, 67 groups entered 
this market while 87 left. Entrants' size, on average 
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over the period, as measured by direct premiums written, 
was $1.5 million with a large range over the years; for 
exit, the average size was $1.1 million but the range was 
smaller. Looking at the number of entrants, the annual 
average for the period was 6.7 groups for entrants and°8.7 
for groups departing the industry. 


With the small entry size, it is very likely that any 
fixed costs that had to be covered were already covered 
through operations in other lines of insurance or in other 
jurisdictions. 


2.4 Performance 


Having observed the structure of the Ontario automo- 
bile insurance market and drawn some conclusions, we now 
turn to the issue of the performance of the industry. 
Performance is evaluated to determine whether it is con- 
sistent with competitive or monopoly behaviour. 


The conventional measures of performance cannot be 
used, unfortunately. Normally profit rates on equity of 
the firm are evaluated, however, most firms writing auto- 
mobile insurance in Ontario also write across Canada and 
are involved in other lines in Ontario as well as in the 
rest of Canada. Therefore, the observed profit rates on 
equity of the firm do not reflect competitive conditions 
in automobile insurance but in all of the lines. A fur- 
ther problem is that the companies have different product 
mixes and hence it is difficult to pull out the contri- 
bution of any one line. Finally, there are a number of 
common costs that would have to be allocated arbitrarily 
in order to measure profitability by line. Due to these 
problems, a different approach will be used. 


First, there will be an analysis of performance at an 
Ontario aggregate level. Performance will be evaluated by 
determining whether the increases in premiums observed 
over the recent years are justified by underlying cost 
considerations. In this analysis a comparison of Ontario 
and other provinces with private insurance industries will 
be undertaken. 


An implication of a competitive market is that the 
underwriting profits adjusted for imputed investment 
returns on premiums should be, on average, zero. This 
arises since in a competitive industry, the premium 
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charged to the insured will reflect an imputed riskless 
rate of return. These adjusted underwriting profits are 
evaluated and found to average zero. 


The results from these analyses at the aggregate level 
are that the performance of the industry is consistent 
with the competitive model. The increases in premiums in 
Ontario both in absolute value and relative to other pro- 
vinees reflect the basic underlying differences between 
the jurisdictions. The major difference among the pro- 
vincees is the very large increase in third party liability 
average costs per vehicle insured in Ontario relative to 
the other jurisdictions. 


The second approach is to evaluate performance at a 
disaggregated or firm specific level. Although we will 
not investigate premium setting policies for individual 
companies, there are some implications from the competi- 
tive model described in Section III-1 and standard com- 
petitive theory. First, the premiums will reflect the 
marginal cost of providing service. The insurance market 
is really a collection of sub-markets each of which differ 
in their risk and hence in the cost of providing service. 
In a competitive industry, the market participants will 
attempt to find reliable variables to distinguish among 
the insureds so as to price according to risk. Therefore, 
one implication is that in the competitive market there 
will be a complex and costly method of sorting insureds 
into the appropriate risk class; premiums will then be 
based on these risk levels. Second, the premiums charged 
for a given risk class will not be the same across Perms’. 
The actual premium depends upon the expense Caco eto 
pected loss ratios and expected profitability from invest- 
ment; the values of these variables need not be the same 
for each company even within the same risk class. In 
fact, companies may try to subdivide a particular risk 
class and write insurance only for the less risky in the 
class; this results in a lower premium than for firms 
which do not distinguish among participants in the risk 
class. 


The observed spread of premiums across risk classes 
and even within a risk class across companies and the com- 
plexity of the mechanism to sort insureds is consistent 
witha «competitive “industry?! (in fact, only a monopolist 
which could prevent entry would be able to charge a single 
price for insurance; the publicly-owned system would be an 
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example. By charging an average price for insurance, the 
lower than average risk groups subsidize those that are 
riskier than average. In addition, there is a perverse 
incentive to encourage risky drivers and discourage driv- 
ers that are less risky than average. More on this topic 
will be presented in part B of this section. 


A. Aggregate Performance 


nj? .GlaimsyGosts 


As noted in the description of the basic insurance 
policy, there are three parts -- third party liability 
(bodily injury and property damage), personal accident 
benefits, and collision. Each element has claims associ- 
ated with it and there are significant differences in the 
time pattern of each of these claims. 


The loss ratio (direct losses and adjustments divided 
by net premiums written) for the total product has in- 
creased drastically in Ontario from the 1981 value of .845 
to the 1986 value of 1.003. Since the collision loss 
ratio has been reasonably stable and the loss ratio for 
personal accident, although increasing, is such a small 
portion of the total product, any increase in the overall 
loss ratio reflects the influence of third party liabil- 
ity. The loss ratio for the BIPD element increased from 
OS Pein SOk toe] Asma in) 1985. 


This pattern for the elements of the standard policy 
in Ontario appears to be replicated in other provinces 
with private insurance schemes. The BIPD element grew 
fastest in Ontario but other provinces are catching up. 


The implication is that premiums levels must increase 
to reflect the increasing losses. This increase is not to 
provide retroactive compensation for past losses but to 
reflect expectations of future losses. Any attempt by a 
firm to increase premiums above a competitive level to 
recover past losses will induce entry; the result would be 
pressure to reduce premiums to the competitive level. 


Another way to view this issue is to look at the pure 
premiums for each element of the policy and for the over- 
all policy for Ontario and other private insurance proc 
vinces, The pure premium for a coverage classification is 
calculated as the product of the frequency of a claim in a 
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particular coverage classification and the average cost of 
settling a claim in that class. This product reflects the 
expected claims cost for the coverage class and is one 
element in setting the premium. Note that the premium not 
only must also include expenses and an imputation for 
investment income and the current expectations of claims 
frequency and claims costs. Using the observed values of 
these latter two variables gives an Historica LepunenApr en 
mium. Unless current expectations are equal to historical 
values, the expected pure premium will differ from the 
historical value. Since expectations are built on histor- 
ical experience, the historical pure premium will provide 
information on the reason for an increase in premiums. 


inn avlsthesprovineces investigated, claims frequency 
for BIPD, personal accident benefits, and collision have 
not changed over the period 1982 to 1986:- In terms of 
claim frequency, Ontario has either the highest or among 
the highest in all three elements of the policy. For 
example, for third party liability, the Ontario frequency 
jet 5 8% wiine,, bo l8e@cars OUuL.Op 100 each year will be in- 
volved in an accident resulting in a BIPD claim. 


The claims cost element, however, has undergone major 
changes over time. In Ontario the claims cost for third 
party liability increased by 70% from 1982 to 1986; 
personal accident and collision both had more modest in- 
creases over the same period. In terms of actual claims 
costs, for the average over the period 1982 to 1986, 
Ontario had the highest value of $4126 in BIPD, the high- 
est (excluding Quebec) of $2242 in personal accident bene- 
fits and the lowest in Canada for collision. The latter 
could reflect the size of deductibles which may differ in 
Ontario relative to other provinces. 


To highlight the problems faced by the automobile 
insurance industry, consider Table 2. Here the pure pre- 
miums for Ontario, Alberta and Nova Scotia are presented 
for the three coverages. Two values are presented for the 
pure premium -- the value based on the 1982-6 average and 
on 1986 alone. From this table it is observed that the 
major contributor to the large size of the pure premium in 
Ontario is the third party portion. Based on the average 
experience, the Ontario pure premium is approximately $90 
above the value in any other province; for 1986 the com- 
parable value is $110. 


we 





TABLE 2 


Pure Premiums 


Average 1982-6 Ontario Alberta Nova ‘Scotia 
Thdind ePa ty; S238 0 $150.02 $120.6 
Personal Accident 240 9.1 OS 
Collision 101.8 Jilyd 535 LEZ 7 

Pure Premium - Average $366.9 $270.8 $242.0 

Pure Premium - 1986 442.1 318.9 296.3 
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Based on this average experience over all risk cate- 
gories in a province, it appears that in Ontario premiums 
should be higher to reflect higher expected loss costs. 
Any differences in the growth in premiums across provinces 
is most likely due to the relative growth in the claims 
costsetore third panty : 


The BIPD element has grown dramatically in line with 
the increase in the size of court awards. Even though the 
Supreme Court of Canada in 1978 capped the pain and 
suffering awards at $100,000 (inflated), there have been a 
Significant number of court cases which resulted in large 
(by Canadian standards) payouts. 


In addition to the actual awards, there is the expec- 
tation that awards will continue to rise and that the fre- 
quency of cases with their attendant court costs will 
increase with enabling provisions in the Ontario Family 
Law Reform Act. Finally, gross-up provisions for income 
tax liability have increased the size of the awards rela- 
tive to structured awards with annual payouts. It has 
been suggested that in a lump sum award of $7 million, $3 
million is the provision for income tax. 


Given the uncertainty of the direction in which courts 
will move in terms of awards, along with the other factors 
noted, a rational and competitive insurance company will 
increase its expectations of claims costs and hence in- 
crease its premiums. Since the premiums are based on 
expected claims costs and changes in expectations need not 
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be related dollar for dollar with realized claims cost 
changes, the increase in premiums can be greater than the 
observed increase in observed claims costs. 


A recent decision in the Manitoba Court of Appeals 
resulted in the reduction in an award to $771,000 from 
S27 BZ a. Grom. This decision generated a_ substantial 
amount of debate and whether or not it is a harbinger of 
reduced future awards cannot be determined at this time. 


Finally, the high Ontario claims costs on BIPD are 
reflected in premium rates on interprovincial buses or 
trucks which operate in Ontario but are insured in other 
provinces. In order to reflect the higher expected pure 
premium resulting from operations in Ontario, a higher 
premium is charged, even though the main operations of the 
insured vehicles are in provinces other than Ontario. 


ii) Expense Ratios 


Another element in setting premiums is the expense 
ratio which reflects the fixed and variable costs in 
writing insurance. In identifying expense ratios for 
automobile insurance alone, there is a serious problem of 
allocating common costs for firms that write in more than 
one line of insurance. Any allocation must be arbitrary. 


The expense ratios for 1985 are compared for all pro- 
vinces which have private automobile insurance. The ex- 
pense ratios include agency acquisition expenses, under- 
writing policy processing, claims settlement and external 
adjustment for underwriting settlement and adjustment. 
For all provinces the total expense ratio was approxi- 
mately the same with a value of about 36%. Although 
there are some provincial differences observed in the size 
of each component in the overall expense ratio, these are 
not substantial. Therefore, expense ratios do not contri- 
bute to different premiums across the provinces. 


There is one interesting implication of the use of 
expense ratios in setting premiums. By applying a con- 
stant expense ratio to an increasing premium, the implied 
expenses associated with the policy increase. Thus, it 
appears that higher risk policies have higher expenses. 
While this may be true since agents or brokers need to 
make a more in-depth evaluation, it is unlikely that the 
expenses increase in proportion. It is more likely that 


oe 


theréSis°ag fixedicost! eliementi? Aidivect eetimate of the 
expenses may be preferable to the use of the expense 
ratio; 


Tra) Underwriting Performance 


The final aspect of performance is the value of the 
underwriting income. As identified in the insurance model 
in ocetion. 11-3... there should be. an ACE GEOUCLON MOL 
investment income to the underwriting profit or loss to 
verlect’ the fect. “that” in” a competitive industry the 
insured should earn a return on money invested when 
acquiring a policy. The imputed return is the risk-free 
rate since there is no systematic risk in the automobile 
insurance industry. With the imputed return taken into 
account, there should be a zero rate of return on the 
underwriting part of the insurance business. 


The Booth paper provides a methodology to measure the 
imputed investment income. In Table 3 below the overall 
underwriting performance for the Ontario automobile insur- 
ance industry is presented. This is only a rough measure 
since the investment income is based on the results fOr 
all casualty companies. 


Looking first at the underwriting profit we observe 
that the average value was .005 or a loss of 5 cents per 
$100 of premiums. The values in 1981 and 1982 were high, 
about 7 to 9 cents, but have fallen dramatically in 1984 
to 1935 where losses are observed. The losses are from a 
combination of sharply increasing loss ratios and reduced 
investment income as interest rates fell. The increased 
claims ratio suggests that the firms were surprised by the 
size of the losses and premiums were set too low. Another 
explanation is that interest rates were high and premiums 
were reduced to reflect imputed return to policyholders. 


In the 1981-2 period substantial investment income was 
earned with high nominal interest rates, which would keep 
policy premiums down. But as time passed the interest 
rates fell and this, along with increased loss Cab ioa. 
resulted in poor overall performance. 


10, conclude this section, ithe industry appears to 
exhibit behaviour that is consistent with a competitive 
industry. The overall underwriting performance over the 
1982-85 period is negative and small on average although 
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variation over time in this profit can be substantial. 
This reflects the major differences that can arise between 
expectations and realizations of the crucial variables. 
Also, overall premiums were consistent with the underlying 
structure of expected costs. Throughout the period, there 
was no influence on profits or premiums from changing 
expense ratios. 


Hi oo OE Bee nae ee a = 


TABLE 3 
Elements of Performance — Automobile Insurance 
1981 1982 1983 1984 1985 Average 
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Claims: or 


LogeuRatio b@USiy B05 aehiBBOry 9524 1e007H BvEoO 
Expense 

Ratio® (Wie nd (QA? igh250 we2soeeve2ssane 248 
Tove sbnent 

Taaeties. TibGig 184s mnie] Sandals Qegaeheo: BAe Loe 


S/NPE 


Net Underwriting 
Profit (Loss) .068 .086 AODAr 07.0 sel 29 Ree OOS 


a) Expense ratio excludes all claims adjustment expenses. 


b) Imputation based on Casualty Insurance statistics. 


Source - Booth Table 12. 
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B. Rate Making 
12) Competition and Rate Structures 


At a conceptual level the premium charged for insur- 
ance coverage should reflect the insurance company's ex- 
pectations concerning the losses to be incurred on the 
policy, the expenses both fixed and variable, and the in- 
vestment income derived from the premium. In most cases, 
the expenses and investment income are independent of the 
identity or characteristics of the insured. However, los- 
ses need not be. 


These expectations of losses are formed by observing 
previous experience and incorporating any indications of 
changes. Since the interpretation of events that may af- 
fect expectations can be unique to an insurance company, 
the expectations need not be homogeneous across insurance 
companies, 


In the previous section it was observed that actual 
premiums had as an important ingredient the observed pure 
premiums, however, these were considered on an aggregate 
basis and any insurance premiums derived from these pure 
premiums would reflect the average risk and loss experi- 
ence for the province. 


In a competitive industry, pricing 'on the average’ 


will not exist. For example, suppose there was only one 
company in the province which wrote insurance based on the 
average experience. The premium is $500 per insured. 


Suppose entry is not blocked and another company decides 
to enter the industry. Based on historical data for loss 
ratios and on common sense, the company believes that far- 
mers are less risky as a group than the provincial aver- 
age, ins faek; iat’ atpremiumuo piesa 0ithe company could 
write policies to farmers and earn at least a normal re- 
turneton thesriskat aecepts. 


The company, when it offers coverage at $300, will 
attract a large number of potential insureds. By using a 
pre-determined set of criteria, the company sorts insureds 
into those of the risk class that it is willing to accept 
and all others. The remaining insureds will stay with the 
original company at the $500 premium. However, the re- 
maining insureds are now riskier than the previous average 
Since the low risk group has been removed. The company 
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Will ‘have to’ raise its’ premium or 11) will geloce-amoney . 
This process of sub-dividing the original market into 
equivalent risk class sub-markets will continue until the 
incremental cost of sorting individuals into a new class 
exceed the benefits (profits) of writing insurance in the 
new class. In equilibrium, insurance premiums will 
reflect the expected pure premiums for each risk class 
along with the expense and investment income ratios. 


A good example of this process occurring in the 
Ontario insurance market can be observed in the writing of 
taxi insurance in Toronto. Due to the very high loss 
ratios (approximately 2.0) and the large number of BIPD 
claims, taxicabs have been insured by the Facility 
Association at a premium of $7,500. One company, the Co- 
operators General Insurance Company of Guelph, believed 
thatweuat sshould, assist the ,taxicab., co-operatives. By 
setting premiums below the Facility premium they obtained 
about’ "40% “of the market." This’ exposure to the; Torento 
taxi market is greater than the company expected or 
wanted. In) ftactiithe .company / isi wowing thew proegss oF 
determining whether the taxi co-operatives receiving 
insurance are truly co-ops. 


It is crucial to this process that the insurance com- 
pany be able to sort risks effectively; the data used must 
be reliable, verifiable and not under the control of the 
insured. Thus information such as asking how fast an 
individual drives is not very useful since the insured, in 
order to minimize the premium, may lie. The information 
obtained ishould@act |aswawsignal)"of the: driver's visksvat 
should be a signal that cannot be altered to provide in- 
correct information about the insured's risk. 


The /resul ti’ of thirst searches foririskiclasses 2s, an con- 
pilex structure fon (risk) ratingsiy It includes; aynumbergof 
variables such as age, sex, number of years of claim-free 
driving, etc. In addition, brokers and agents have some 
influence on the risk rating of the individual using data 
that may be unique to them. Of coursepuswith this 
decision-making ability comes responsibility; to the 
extent that the brokers rate insureds incorrectly, the 
companies that they represent may not continue using 
them. 
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This system of risk rating, while it is Cost lye hasr a 
Significant number of benefits. First, the insured pays 
a premium which covers the expected costs imposed on the 
company and on society. This provides incentives to in- 
sureds to alter their driving behaviour in order to place 
them in a lower risk group and hence a lower premium. For 
the very risky drivers, the premium level may actually 
keep them off the roads; these individuals are faced 
with insurance premiums that are in excess of the value 
they derive from driving. Included in this ‘high risk 
group will be teenage male drivers whose loss experience 
is the highest of all groups. 


Another beneficial aspect is the incentive to Dis 
vate insurers to innovate and find new methods of class- 
ifying individuals more effectively” or of "findine™ Tew 
rating classifications. The™ ture ror" profits. "by * being 
the first company to identify risks more effectively, 
ensures that an unregulated, private insurance industry 
will continue to innovate. 


re) Rating Structures and Risk Categories 


Having identified the response of a competitive 
industry in which there are no barriers to entry with 
respect to risk rating and premium setting, we now con- 
sider whether the signals chosen do discriminate among 
risk classes and should premium levels differ by risk 
group. Instead of looking directly at the insurance 
premium charged, and there will not be a single rate for 
each category for all companies, we consider the size of 
the pure premiums based on widely used classification 
schemes. 


The pure premiums for various risk groups, as iden- 
tified by a set of signals, are well documented in the 
Booth research; his conclusion is that the levels of pure 
premiums do indeed differ by risk class and that the 
classification scheme appears to discriminate among 
risks. 


For example, looking only at Ontario, one would 
expect that a simple signal is whether or not the insured 
drives in Toronto. Using =rl98orSlossrheost iedata tithe 
Ontario-wide pure premium was $442.06; the Toronto value 
was $560.04 and included 31% of insureds; the Kenora 
value was $293.02 and the value for the farmers' category 
was $253.36. 
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Therefore, premiums should be different for these cate- 
gories since they impose different expected costs on the 
insurance industry. 


Essential to the risk classification is the existence 
of sufficient numbers of observations in each category to 
make pure premium numbers reliable. The categories pre- 
sented for Ontario are not fine enough to permit premium 
setting, yet any finer gradations will not provide enough 
observations. To get around this problem, Canada-wide 
data, are .. analyzed. and (broken, down..into, finer. risk 
classes. 


In Figure 3 below one particular breakdown is present- 
ed along with the number of insureds and the pure pre- 
miums. The observations are, in general, consistent with 
differential premiums based on risk-based pure premiums. 
The risk classes chosen are intended only to illustrate 
the concept. 


Clearly the urban/rural split is crucial in defining a 
risk class since the pure premiums are much higher for the 
urban insureds. Another signalling device is the number 
of years of claims-free driving. Looking at two extremes 
it is observed that the pure premium for. five years of 
claim-free driving is much lower than the value for no 
years. Notice that the numbers in the latter category are 
much smaller -- 52,736 versus 2.7 million in the claims- 
free 5 year category. 


Age and sex are also variables used to discriminate or 
signal among drivers. If we consider young drivers with no 
claims free experience, we observe that the pure premium 
for males under 20, whether single or married, is over 
$2,000! The value for females under 20 is $761; the use 
of sex seems to be an important distinguishing risk 
feature for young drivers. 


The sample sizes for these three categories are quite 
small and the claims experience in any one year could be 
affected by a small number of large claims. Therefore, 
experience over a number of years would assist in distin- 
guishing the random elements from the true underlying 
value of the pure premium. The observations for young 
drivers is robust over a number of years. The conclusion 
is obvious; young male drivers are risky, have high claims 
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experience and should pay insurance premiums that reflect 
the expected costs they impose on the system. 


To obtain some corroborating evidence on the pure pre- 
miums by risk class, the U.S. experience was also evalu- 
ated. The results are consistent with the Canadian obser- 
vations with respect to all the important rating Signals 
used to allocate drivers to various risk classes. 


eee ee ee ee 8 Sameer e 7s 
FIGURE 3 


CANADA 
(13,7 26a/ 0784076 £134) 


PLEASURE DRIVING 
i it 
5 YEARS CLAIMS FREE 


($386.89:2,709,452) ~sBUSINESS USE 
($415.77:103,264) 


URBAN SINGLE MALE (<20) 
C543 1091 723'917:84649) ($2,025:994) 


NO YEARS CLAIMS FREE——%MARRIED MALE (<20) 
CSE02 S305 2736) ($2,345:805) 


OUNG FEMALE (<20) 
$761.58:1,899) 


RURAL 
6532037 3 21'9522);,609) 


Therefore, the Ontario automobile insurance industry 
pricing practices are consistent with a competitive 
industry. The search for profits leads firms to innovate 
and attempt to identify risks more accurately. The 
necessity to test potential new classification schemes 
against observed loss experience can result in a gradual 
introduction of some innovative techniques. 
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iii) Rate Making and Fairness 


It has been suggested that the risk rating practised 
by private firms is unfair since it puts individuals into 
a risk category and individuals within this group may not 
bexall of thevsame-risk! JOP course’, if there are discern- 
able sub-groups in a rating category, a competitive auto- 
mobile insurance industry will try to identarty) chen pro; 


vided the costs of so doing are not too Paree. JAS the 
criticism goes, a 'fair' position would have fewer dis- 
tinctions in rating and more cross-subsidization. The 


ultimate impact is that insureds would not be charged 
based on their expected cost to the system. 


We do not want to become involved in a discussion of 
fairness; instead we will look at the implications of a 
system which does less rrek ravine 


An example of the movement to a ‘fair’ Yvating wsystem 
is the setting of premiums for teenage drivers with no 
driving experience. The B.C. public insurance company 
originally risk rated young drivers and charged premiums 
based on the expected loss costs of the group. However, 
it was decided that this method assumed that all new teen- 
age drivers were equally risky and this was not true. The 
solution was to charge all new teenage drivers the same 
premium but one which does not cover the expected losses 
for the group. As the teenager obtains a driving record, 
surcharges for claims experience, etc. will be charged. 
Thus the teenager eventually is rated properly. 


Since the new teen driver does not pay premiums to 
cover his or her group's loss costs and given eat ciie 
losses will be incurred, on average, then all other 
insureds are subsidizing new teenage drivers. Since the 
number of new teenage drivers is small, the cost of the 
subsidy to each lower risk driver when spread over all 
other drivers is very small. 


Could this type of rating structure exist Miya plivece 
automobile insurance industry? As long as pricing is! un- 
constrained, the private company must base its premiums on 
expected losses and would be unable to cross-subsidize. 
As long as entry is possible, a cross-subsidy cannot con- 
tinue. The only way a cross-subsidized rate structure 
could continue would be to have strong regulation which 
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defines acceptable risk classes and the associated pre- 
miums. 


The implications on accident rates has already been 
discussed in the context of setting a premium which does 
not reflect the cost imposed on the system. In the teen- 
age automobile insurance example the result is there are 
more teenage drivers and given their proclivity for acci- 
dents, more accidents and deaths. By having premiums re- 
flect the expected loss costs, many teenagers could not 
afford to drive and hence accidents would decrease. 


In addition there is a wealth redistribution from the 
less risky drivers to the risky new teenage drivers. It 
is true that this amount is small per non-teen insured but 
the dollar amount may be sufficient to force a low risk 
individual to cease driving because of financial reasons. 


IV. EFFICIENCY COMPARISON: PRIVATE VS. PUBLIC DELIVERY 
—_— ee REE Vs OE UDLIG VELIVERT 


In the debate on public versus private ownership of 
the automobile insurance industry, each side has generated 
'empirical' evidence on the relative efficiency of each 
system. In many cases, this empirical evidence is mixed 
with philosophical or political influences. In this sec- 
tion the performance of the Ontario private system is com- 
pared with that of the three provincial systems. 


In these comparisons, we omitted consideration of the 
Province of Quebec. Since the Quebec system includes no- 
fault as well as public ownership aspects, therefore if 
efficiency differences were observed, it would be impossi- 
ble to relate them exclusively to the public delivery ele- 
ment; the no-fault aspects of the system may be the true 
reason for the observed differences. 


Empirical analyses in this area usually take the form 
of comparing premiums for a particular policy in Ontario 
and in the public systems. If it is found that the public 
system can provide the same policy to the same individual 
cheaper than the private system, the conclusion is that 
the public system is more efficient. 


Comparisons like this are frequently misleading and at 
best are illustrative. It is only when all factors are 
held constant that any premium comparison will make any 
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sense. It is the conclusion in the Booth study that it is 
difficult to keep the other factors constant. 


In this section we present the results of the Booth 
study... lt -is,,coneluded: that although it appears that the 
public systems have lower expense ratios... this <s mot .due 
to economies of scale but to a decision not to engage in 
the costly process of risk rating to any great degree. 
The resulting cross-subsidies can explain a number of the 
observations where high risk drivers have lower premiums 
in public than in private systems. Ignoring the possibil- 
ity of subsidies in the public system, the introduction of 
a public system which has no risk rating and substantial 
cross-subsidies of risky drivers by less risky drivers 
will reduce the overall premium level by about 6.5%. How- 
ever, for a number of reasons, this estimate is very like- 
ly to.be too high and .it..is possible that premiums will 
increase. 


leausGaveats re Comparisons 


Before undertaking any of the analysis, the Limita= 
tions in the comparisons of public and private systems 
must be understood. At this point, the problems will just 
be identified; their impact, if any, will be investigated 
in more detail in a subsequent section. 


First, there are problems in obtaining data for the 
public systems; the data are sketchy and are usually 
found in the annual reports. Second, the public companies 
operate under a different set of constraints. Even the 
public companies operate differently amongst themselves, 
with the B.C. insurance company having operations closest 
to a private company. Third, the public systems do not 
pay corporate tax and in one case (BaG. didid-notepay pred 
mium taxes. Fourth, many of the inputs of the public sys- 
tem are acquired from the government at less than competi- 
tive rates. Finally, the basic coverages of the public 
and private systems insurance policies are different. 


All of these differences can have an important impact 
on the interpretation of the results identifying the rela- 
tive efficiency of public and private systems. 
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2. Performance of Public Plans: Elements 


of Premium Setting 
2.1. Regional Differences and Premiums 


In a previous section we identified a major element in 
the premium to be the expected loss costs per vehicle. 
When considering the Ontario results we observed differen- 
tial loss costs among the regions of the province. Rural 
loss costs were less than urban, and Toronto seemed to 
have the highest costs. This regional element in premiums 
should carry over to the comparison of public and private 
systems. 


Realizing that the public system numbers reflect total 
vehicles insured, not passenger vehicles as in Ontario, 
and have different coverages, the loss cost statistics do 
provide some interesting observations. First, the loss 
costs for Ontario farmers and the total of Saskatchewan 
are very close -- 1985 values were $241 for Ontario and 
$228 for Saskatchewan. Even though the Saskatchewan 
results include some urban areas, overall its coverage 
would be most similar to the Ontario farmer classifi- 
cations 


The overall Ontario loss costs (which exclude farmers) 
for 1986 and 1985 are higher than all provincial systems. 
However, comparing Ontario and British Columbia we observe 
that over the period 1983 to 1986 Ontario loss costs were 
about 54 higher than those in British Columbia. 


The loss cost data suggest that the primary cost for 
car insurance rates within a province can be explained by 
the pattern of regional variation reflected in urban/rural 
and farmer/non-farmer mixes. To the extent that provinces 
differ in this dimension, the average loss costs will 
differ. 


Using the loss costs and the observed loss ratios by 
province, a schedule of provincial average premiums was 
constructed. It should come as no surprise, nor should 
any non-competitive or relative efficiency conclusions be 
made from the observation, that over the period 1982 to 
1985, the average premium for Ontario at $389.16 exceeded 
those for British Columbia ($361.70), Manitoba ($274.76) 
and Saskatchewan ($228.63). 
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2.2, Claims Rates 


The claims ratio provides an indication of the dollars 
paid out, including claims adjustment costs, per dollar of 
premium. Since the private system premium must include 
an allowance for income tax, the private system's ratios 
will tend to be smaller than public system ratios even if 
they had identical claims experience. 


From Table 4, it is observed that for the period 
1982-5, Ontario had the lowest claims ratio and the pri- 
marily automobile insurance writers average claims ratio 
was even lower to reflect the fact that they write in pro- 
vinees other than Ontario which has had the greatest in- 
crease in claims costs. The pattern remains the same for 
those systems which have data available for 1986. 


re a Te 


TABLE 4 


Average Claims Ratio 


Primarily* 
Time Auto 
Period Sask. Man. Brace Ont? Writers 
1982-1985 .959 .959 .998 .901 .801 
1982-1986 N/A .995 Vea N/A "833 


*Five companies which wrote more than 70% of their ‘tora! 
insurance in the automobile line. 
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2.3 Expense Ratios 


The second element in setting premiums reflects the 
expenses incurred in the areas of processing claims, ad- 
ministration of the system and commissions to agents. 
Since there are no economies of scale involved in the 
writing of automobile insurance, differences in the ex- 
penses per dollar of premium will not be a result of size 
of the public compared to individual private firms. 
Therefore, if lower expense ratios are observed in the 
public plans, their explanation lies in some other area 
than size. In Table 5 the expense ratios for the three 
public insurance companies are presented for the period 


87 


LO Saxevori) 28 Gsnand efor) 1985! veshn. «1 985" thepOntanio companies 
were the subject of an expense allocation program of the 
TBE. 





TABLE 5 


Expense Ratio 





Excluding 
1982-86 Premium Taxes 
(Average) 1985 1985 1986 

British «<Golumbia 
Claims Adjusting Osi Sua 
Administration Ses 9.8 
Commissions 6.26 6.8 

Total 24.0 TS 23003 24.6 
Manitoba 
Claims Adjusting 10.7 10.38 
Administration Hes 3,26 
Commissions heey Ave J 
Premium Taxes 8.20 37,0 

Lota SOT | 22k. 19.1 20.8 
Saskatchewan 
Claims Adjusting On5 Bia5 
Administration S22 9.8 
Commissions 2&9 Lag? 
Premium Taxes Bi 4.0 

Total 23 23.05 19.5 ls/a20 
Ontario 
Claims Adjusting N/A ee, 
Administration N/A 9.4% 
Commissions N/A Uli 

Total 32 vel. B24 th N/A 


*Excludes premium taxes. 
ee. et TS ROLL DL. NOLS SCS TSQMOQ 8s O07 
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In interpreting these results, there are a number of 
GaAvVGAtsetoo keepe Mag mind. SePLrst hor Saskatchewan, Man- 
stoba and for British Columbia up to 1984, the public 
plans were involved in writing in a number of lines. Thus 
common costs must be allocated arbitrarily. This can lead 
to unreliable results. For example, in the Saskatchewan 
results, the administration expense ratio dropped by 4./ 
percentage points from 1982 to 1983 and the opposite move- 
ment occurred in this element of the expense ratio in 
their general insurance operations. Second, we will see 
jn the next section that over the period in question the 
premiums charged in Saskatchewan were too high. Thus any 
ratios which use these premiums in the denominator will be 
too low. Third, it has been suggested that there are a 
number of expenses that are covered by private firms which 
public firms do not meet. These include the payment of 
competitive rates for the provision of government services 
and use of facilities. In addition, these plans do not 
appear to pay the $5 fee levied on Ontario. Siiims: 10r 
accessing provincial driving records. These missing ele- 
ments are impossible to cost. Whether or not this is a 
subsidy to the public plans will be considered in section 
IV-3 below. 


Several observations are made from the results of 
Table 5 with respect to each element of the overall ex- 
pense ratio: 


i) Claims Adjusting 


For the public plans, this ratio ranges from LOR7 EL EO 
8.5%. As noted previously, the value for Saskatchewan is 
likely to be too low. The Ontario value—ofsbhe2eeas 
slightly above the values in the public plans; the dif- 
ference is reduced somewhat by removing the 1.3% overhead 
allocation included in the Ontario value. Moreover, there 
appear to be no significant differences in the claims 
adjusting ratios among the public and private plans. 


ii) Administration 


The Ontario value of 9.4% is higher than the public 
plan 1985 values of 7.8% for B.C.; 3.6% for Manitoba and 
9.8% for Saskatchewan. The Saskatchewan result is not 
directly comparable since it includes the costs for admin- 
istering the driver and vehicle licensing system. 


89 


The result is that the Ontario private system has higher 
administration expenses than the public plan. 


iii) Commissions 


Mem 9esavaluesofplie5s% efor 70ntariomisiwe bli abovemthe 
values, for erhejpubldcrplans-tof6.8%e fore: B.C.,! t4e7betor 
Manitobagandielh,2% formSaskatchewan: However, there are 
large differences in this ratio among the public plans. 
The explanation of these differences may also identify why 
the Ontario results are so high. 


iv) Premium Taxes, Licences and Fees 


The public plans and the Ontario companies must meet 
different levels of premium taxes; these range from a high 
GOiptn04 @lLotrs Saskatchewansto..a Lowuot 0%.) fori BoG,. athe 
Ontario value is 3.4%. Since they are mandatory, they 
should be excluded from any discussion of the overall 
expense ratio. 


v) Overall Expense Ratios 


After removing the premium taxes, the values for 1985 
shown in Table 5 are 19.1 for Manitoba, 19.5 for Saskat- 
ehewan, #2303) fore BoCrnand. 3244 sformOntariosdnsurers, Pathe. 
major difference arises from the commissions ratios and a 
minor amount from administration expenses. | 


One possible explanation for these differences is that 
the public plans have indeed found a way to operate more 
efficiently. If this is true, then the expense ratios on 
their other insurance lines should also be low and in fact 
lower than ratios for private companies involved in multi- 
ple line writing. Booth considered this issue directly by 
investigating their expense performance in the general 
insurance areas and found two striking observations. 
First, expense ratios in total and in the administration 
and commissions area were much higher than the automobile 
results. Second, the expense ratios compared unfavourably 
to the non-auto expense ratios for private companies. 
Therefore, we must look to another explanation for the 
lower automobile expense ratios for public compared to 
private plans. 
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The obvious saving is that public plans do not rely as 
heavily on the agency system as the private companies and 
hence minimize this set of transactions cost. However, in 
private delivery, the agency/broker system performs the 
costly task of screening applicants in order to allocate 
them to the appropriate risk class, provides information 
to potential customers about various coverages and costs, 
and shops the market for new companies to represent. The 
provincial systems clearly do not have the expenses of 
shopping the market or informing customers of competing 
companies' rates. But just as important, the provincial 
systems do not have as complex a risk rating scheme and 
the associated cost to screen clients is not incurred. 
The rudimentary risk rating of some of the provincial 
systems generates premiums which result in significant 
cross-subsidy of risky by less risky drivers. 


The Manitoba and Saskatchewan systems have a simple 
and mechanistic method of charging insureds for different 
risks. The system may be cheap but it results in signifi- 
cant cross-subsidies. The B.C. system has a more compli- 
cated rating scheme and relies on some of the variables of 
a system used by private companies. Although still main- 
taining some cross-subsidies, they are not as severe as in 
the other public systems. However, with the more compli- 
cated rating system come higher transactions costs. This 
explains why the B.C. commissions and administration ex- 
pense ratios are closer to the values found in the private 
System. 


Therefore, the higher expense ratios for the private 
compared to the public system indicate neither inefficien- 
cy in the private system nor the presence of economies of 
scale. The higher private companies' expense ratios 
reflect the competitive response to refine the rate struc- 
ture ‘so as to price)the ‘risk of the insured correctly. 
This results in an efficient use of resources devoted to 
insurance. In effect, the public system obtains cost re- 
ductions by limiting choice, enforcing cross-subsidization 
and ignoring the deterrence effect of premium rates on 
accidents either through reducing the number of high risk 
drivers or altering their» driving behaviour so as: to 
obtain lower premiums. 


ou 


2.4 Underwriting Performance 


Having observed the claims and expense ratios, we now 
consider whether the provincial plans set the premiums 
such that there is an imputed return on the 'free' lia- 
bilities generated from writing policies and whether the 
underwriting profits after adjustment for investment 
income “are zero. If the profits/are consistently nega- 
tive, there is a suggestion of subsidy by the province; if 
they are consistently positive, the insureds are overpay- 
ing for insurance. Neither of these situations could per- 
sist in a private system with competition and free entry. 


To determine net underwriting profit, the free liabil- 
ities per dollar of premium earned generated by selling 
policies must be identified. The approach used is concep- 
tually valid but the estimates of the necessary variables 
in the calculations would need more refinement if they 
were to be used in any regulatory function. 


Some interesting results were found in this analysis. 
First, the public systems operate with very little in the 
way of reserves or equity. Since the province stands 
ready to make up any losses due to unforeseen circum- 
stances, the equity cushion is not needed. The corollary 
of this observation is that most of the investment in in- 
surance assets is financed with premiums and therefore the 
trees Vability ratio ms thigh aw’ Porgexamp lie.’ for LCBC Gthe 
average value for the free liability ratio over the period 
1982 to 1986 was 96.2, compared to a value of 72.5 for the 
Canadian companies proxy for automobile insurance for the 
period 1981 to 1985. Whether the absence of equity is a 
subsidy to public systems will be evaluated in a 
subsequent section. 


second, the assets allocated to the insurance function 
are a small proportion of total assets for a typical auto- 
mobile insurance company; for example, in British Columbia 
the value has fallen steadily from 14% in 1982 to 7.1% in 
1986; this compares to a value of about 22% for Canadian 
private companies. 


third, “there “Ws “a idisparity 4n ‘the lvabrlities “per 
dollar of premium earned. For all private insurance com- 
panies, the average value for 1981-85 was 1.084: for Cana- 
dian casualty insurance companies the value over the same 
period was 1.01. ©For Manitoba the average over 1982 to 
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1986 was .904 with the 1986 value of 1.14; the value for 
Saskatchewan was .883 over 1982-5. While the value of 
liability per premium dollar earned was broadly equal for 
Manitoba, Saskatchewan and Ontario, the value for B.C. is 
very high. Its low value in the sample period was 1.15 in 
1982 and it rose to a value of 1.96 in 1986. The average 
value is 1.55. One explanation of this high ratio is slow 
payment procedures which generate a large amount of unpaid 
claims. Notice that with the large free liability per 
dollar of premium there is a substantial element of 
investment income to reduce premiums. Thus a comparison 
of premiums without taking this factor into consideration 
can give meaningless results. 


Finally, the underwriting profitability was evaluated 


for the public systems. Remember that in the Ontario 
private sector analysis it was found that on average the 
industry had lost .6 cents per dollar of premium. The 


analysis shows that the Manitoba system lost 1 cent per 
dollar of premium over the period 1982 to 1986 and the 
Bees system earned 1.7 cents per dollar over the same 
period. These observations suggest that the systems have 
set premiums to cover costs and the imputed return on in- 
sureds' investment. Therefore, no operating subsidy is 
observed in either system. 


The Saskatchewan results show a profit over the period 
1962-to" 1985 “ot Gie@eeents peredoltar prthe’ profits? rancea 
from 10 cents in 1982 to 22 cents in 1984. The 1985 value 
was a loss of 3 cents. The Saskatchewan system had a 
deficit and a loan from the province which it attempted to 
pay off by charging high rates. This is an approach that 
is not available to a competitive firm. 


Therefore, both the Manitoba and British Columbia sys- 
tems priced their policies accurately whereas Saskatchewan 
overpriced their policies to build up a reserve and make 
up? for othe!’ lack ‘of profits: in: the past. ©*Therefore; ithe 
public systems did not appear to consistently underprice 
their automobile insurance. 


5.° Subsidies in Public systems 


A subsidy occurs when a cost that is incurred by the 
public insurance company is either not paid or not paid in 
full but is passed on to another party. In the public 
automobile insurance area, the third party would be the 
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taxpayers of the province. If the public systems do have 
subsidized components within their operations then premium 
comparisons are not valid. For example, if certain ex- 
penses are not paid by public systems then the expense 
ratios are low and the premium is relatively low. To have 
valid comparisons between public and private systems would 
require an adjustment to the public sector premiums to 
reflect the subsidies. Unfortunately, the subsidies may 
exist but are not amenable to measurement and the neces- 
sary adjustments cannot be made. 


In this section we investigate the suggested sources 
of subsidies and, where possible, evaluate their impact. 
The subsidies considered are the absence of a return on 
the equity investment that is included as a cushion, ab- 
sence of an allowance for corporate income tax, and the 
use of services provided by the government below cost. 


i) Equity Capital 


It has been suggested that the absence of equity or 
reserves is a subsidy since the public sector plans must 
invest equity as a cushion and there should be a return on 
this equity either through dividends or by reinvestment of 
earnings. Therefore, it is argued that equity should be 
imputed in public systems and premiums should increase in 
order to provide a rate of return on this investment. In 
general, this argument does not appear to be valid. From 
the model it was observed that equity capital which was 
used as a cushion was independent of the underwriting side 
of the operation. The equity is invested in a securities 
portfolio and the returns are based on this investment 
portfolio. If the public system were forced to place 
equity in the operation, the premium rates would not be 
affected since the equity would be invested in a securi- 
ties portfolio. The fact that the government does not 
invest in the company means that it is earning returns on 
other investments. 


This argument would have to be modified somewhat if 
in the private companies, the equity was used to finance 
insurance assets as well as act as a cushion. In this 
case the portion of the equity invested in the insurance 
assets does not obtain a return from the investment port- 
folio. Thus, the return must be earned from the insurance 
operations and this will occur only if the premiums are 
increased. Therefore, a public system by not using equity 
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would be subsidized to the extent of the return earned on 
the equity invested in the insurance operations. The 
analysis in the Booth study suggests that equity capital 
in the private companies is not used to finance insurance 
assets and hence it is unlikely that there is a subsidy. 
The approach in the Booth analysis used aggregate balance 
sheet data; a further analysis using individual firm data 
is necessary to refine the estimates. 


There are, however, instances where a subsidy can be 
provided by the provincial government. For example, if 
the government continually must inject equity to cover 
losses of the provincial system, then premiums are too low 
and there is a subsidy. Also, if the government invests 
equity into the public system and it is regularly des- 
troyed through losses due to underpricing of premiums, 
thereby forcing further injections of capital, there is a 
subsidy present. 


ii) Corporate Income Tax 


Private systems must pay a corporate income tax on 
income earned; premiums in the private system must cover 
this income tax expense. In the public system, there are 
no income taxes to be paid and hence premiums are lower. 
This represents a subsidy since the taxpayers of the 
province receive benefits from the federal government; 
these benefits are financed by the corporate income tax. 
If this tax is not collected then the taxpayers in the 
province will have to finance the services through higher 
provincial taxes. Therefore, ignoring the corporate tax 
element is a subsidy to public insurance companies and 
result in non-comparability of premiums. 


iii) %input’Prices 


It has been suggested that some of the public plans do 
not pay competitive rates for services from the provincial 
civil service. It is also possible that these systems 
obtain the use of buildings at less than competitive 
rates. This clearly cannot be the case for private insur- 
ance companies. 


If these suggestions are true, then there is an ob- 
vious subsidy equal to the difference between the 
competitive and actual rate charged. The cost of this 
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subsidy is borne by the taxpayer who must pay for the 
unrecovered cost of the services provided. 


4, Premium Comparisons: A Meaningless Exercise 


It was noted previously that premium comparisons 
between cities under public and private systems can be at 
best illustrative and at worst meaningless. These compar- 
isons are difficult for a number of reasons. First, the 
attributes of the insured must be held constant. These 
attributes include age, etc. and comparability of loss 
costs in the region. For example, loss costs in Vancouver 
are not the same as in Toronto! Second, there are sub- 
sidies to public systems which are not available to pri- 
vate companies. This will reduce premium levels for pub- 
lic systems. Third, even if the first two issues are not 
important, the presence of cross-subsidies in the public 
systems make comparisons of premiums meaningless. 


For example, the premium comparisons used in the 
Toronto Star are evaluated in the Booth report. Using a 
22 year old male with six years of claim-free driving, the 
average premium in Toronto is $1,327; the premium in Van- 
couver is $529. The difference in average rates of $793 
reflects the cross-subsidy provided to risky drivers in 
Bacco inedect alookingtrat sthee22 year) old,mabe.withwsione 
accident, the average rate in Toronto is $3,376 and. in 
B.C., the value is $413. The larger difference in pre- 
miums and the fact that the rate in Vancouver is lower for 
this» class» than. for the less risky :claim-free.driver 
reflects the substantial cross-subsidization. Considering 
the’ lower risk categories, 'a 43. year-,old male with six 
years of claim-free driving has an average premium in 
Toronto that is $70 greater than the premium in Vancouver. 
However, if the individual shopped around in Toronto, a 
rate $31 cheaper than the rate in Vancouver could have 
been obtained. ©In addition, ‘thesrates: quoted are not the 
result of negotiation but are standard rates. It is pos- 
sible that the actual rate would be lower than the posted 
rate obtained in a telephone survey. 


Since premiums cannot be compared, the reasonableness 
of the Toronto rates was evaluated by looking at the 
underlying claims costs. A premium was built up from the 
claims costs, expense ratios and investment income for the 
three classes of drivers considered in the premium compar- 
ison. The premiums are not directly comparable since they 
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are built on ’$200,000 ‘of third party liability and. the 
Star quotations are for $1 million. The result is that 
the premiums generated by the analysis are within the 
range of quotes obtained from private insurance companies 
and are slightly higher than the average quotes for the 
classes. However, the premiums are reasonable and based 
on current costs associated with the coverages. 


a. Cost. Eificiency of Movang tova Publie=Plan 


Everyone is interested in paying lower premiums for 
their automobile insurance policy. Will the introduction 
of a public-run automobile insurance company result in 
lower premiums for all insureds? If not, will the in- 
crease in rates for some insureds be more than offset by 
the reduction in rates for other insureds? In this sec- 
tion this question is investigated. There are a number of 
changes that could be introduced that would result in 
lower premiums. These include the introduction of no- 
fault insurance with its reduction in legal costs; limita- 
tions on awards will reduce expected claims costs; and 
restrictions on the right to drive for highvrisk groups. 
This latter change could be implemented by raising the 
driving age and introducing automatic suspensions of driv- 
ing privileges for repeat offenders. These features would 
reduce expected claims costs. While all of these changes 
would reduce insurance premiums, they are beyond the man- 
date for this research. 


The’ ‘alternative that is investigated here ‘is the 
change from a private to a public system. From the analy- 
ses in previous sections of this report, it is’ clear that 
there are no economies of scale and hence any savings must 
come from simplification of the rate structure and the 
enforcement of mandatory cross-subsidization. In the 
public system there would be a simple rating scheme which 
provides a crude sorting of drivers into different risk 


classes. This would reduce administrative costs and some 
portion of brokerage fees since there would be no costs 
involved in sorting insureds by risk. In addition, the 


commission costs would be reduced since there would be no 
brokerage network and hence no cost of dealing with new 
customers. 


In order to estimate the premium costs for private and 
public automobile insurance, the Booth report begins by 
building a composite Ontario premium. Using thirteen 
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rating categories, an estimated overall premium is calcu- 
lated for each category. The Ontario premium is a weight- 
ed average of the premium for each class where the weights 
reflect the proportions insured in each category. In 
building the Ontario premiums the Canada-wide data on 
BIPD, collision, comprehensive and accident benefits were 
adjusted by the Ontario surcharge. The expense ratio used 
was 25% and the imputed investment income ratio, 12%. The 
weighted average premium for Ontario was $561.30. The 
premiums used in this calculation are not those that are 
actually charged but are based on the pure premium calcu- 
lation. 


If a public system were established and it is assumed 
that the loss and investment income ratios are the same as 
in a private system, the only benefit would arise through 
a reduced expense ratio reflecting the savings through 
minimal risk rating. Using a 19% expense ratio, in line 
with the B.C. experience, the Ontario premium is $526.09; 
thiiew@lomd savingtoti 536.21) orr6y5%e 


The savings are not large enough to have everyone 
benefit from a reduction in rates. By charging the same 
rate to all drivers, the lowest risk class which has 
approximately 43% of the driving population would have an 
increase in premiums of about $55 or 22.6%. For all other 


classes, premiums would fall. The second most populous 
class would have a 4% reduction in rates. This is so 
small that its value could be zero, The savings are 


greatest in the high risk categories which have a small 
number of drivers. For example, young drivers' rates fall 
by approximately $1400! Therefore, the result is a sub- 
stantial cross-subsidy where increases in premiums for 
approximately 43% of the drivers subsidize substantial 
premium reductions for the 20% who are above average in 
risk. 


This analysis suggests that any savings from moving to 
public ownership are small (approximately 6.5%). However, 
this analysis is incomplete and primarily suggestive. As 
the implications of moving to a public system are inte- 
grated into the analysis, the costs of moving to a public 
system would be higher. 


First, the premiums in the analysis were built up from 
1980 loss costs and may not reflect actual premium levels. 
Second, there is always a spread in premiums set by dif- 
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ferent companies for the same risk class and this varia- 
tion in premiums could encompass the premium for the pub- 
lic system. This is a result of the competitive process. 
Without this push, there is no incentive to keep premiums 
low'-an’ thes public -companywe “Thus , a teompany ainwentarro 
could easily have a premium below that of the public 
system. 


Third, the cross-subsidy element will result in more 
young and risky insureds being on the roads. This will 
reduce the average quality of drivers on the road, thereby 
increasing the overall claims costs. This will increase 
the average premium under the public system alternative 
and will require even more severe cross-subsidization. 


Fourth, it is’ assumed that the claims costs incurred 
for collision remain unchanged. Without the competitive 
pressure to minimize costs, there will not be an incentive 
to lower the costs of providing insurance service. This 
is a problem common to Crown Corporations and industries 
that operate subject to a regulatory constraint. 


Fifth, as already noted in the previous sections, the 
comparisons are troublesome since the lower expenses of 
the public systems include unmeasured subsidies such as 
non-competitive costs for space and the absence of corpo- 
rate taxes’ 


In conclusion, the movement to a public system is un- 
likely to result in any cost savings. Any savings which 
could occur through lower expenses of providing insurance 
arise only through a reduction in the use of rating clas- 
sifications and the resulting introduction of inefficient 
cross-subsidization. 


6. Comparisons with Woods Gordon Study 


In 1978 Woods Gordon prepared a study for the Select 
Committee on Company Law. Report IX considered the issue 
of Government Ownership of Automobile Insurance. In this 
study a number of alleged advantages of government owner- 
ship are presented. It is our conclusion that the bene- 
fits of government ownership as proposed by the Woods 
Gordon Study are illusory and do not stand up to close 
scrutiny. 
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In Appendix C of the Booth Study, there is a review of 
the arguments presented in favour of government ownership 
and the response to these arguments that arises from the 
analysis in the current study. 


Since the Woods Gordon Study was the only other major 
piece of research on the public versus private delivery of 
automobile insurance issue, the contents of Appendix C are 
reproduced here. 


APPENDIX C: ARGUMENTS FOR AND AGAINST PUBLIC OWNERSHIP 


FOR 
Premiums 


Reduced premiums due to 
investment income and 
Operating efficiencies 
(see below). 


Efficiency 


Improved efficiency in 
terms of the fraction of 
premiums returned as 
claims as a result of: 


- non-adversarial system 
savese ‘onmileca!l atand 
negotiating costs 


= restructured: claimsvand 
settlement procedures 
which streamline claims 
and simplify systems 
for paying repair shops 


- reduced delivery costs 


- economies of scale 


Fairness 


More equitable and fair 
compensation system 


AGAINST 


Lower premiums are an 
bblusion gyedcudediweaby 
hidden revenues (such as 
gas tax) and subsidies 
(see below). Investment 
income also directly 
lowers private insurance 
premiums and _ potential 
efficiencies are negated 
by unions and the waste 
inherent in the public 
Sseevor. 


The use of Intercompany 
Settlement Charts by 
private insurers already 
restricts “the “use “of 
COUPES = Ou /CO.lha Ss Hon 
cases to those in which 
doubt. exists#as! to fault. 
Gradwal-.“decreasertcin 
efficiency due to union 
Rabon costes th tp oer 
incentive structure and 
the absence of a bottom 
Lie, Inereased 
Visibility and “public 
scrutiny create the need 
for more documentation 
and internal checks and 
balances for decisions. 


Oversimplification of 
rating system is unfair. 


because it avoids un- 
PEredLetable courts. 
Rates are set based on 
Ln ayaLid wart Crpvin se 


records Sorrthatc luntair 
age and sex discrimina- 
Ti0n Ws avoiged., 


Hidden Subsidies 


ICBC subsidizes other 
government departments 
through: 

- discounts to. seniors 


and disabled 


pI pospataleplansecontripu- 
tions 


- free use of ICBC com- 
puters 


Availability and 
Affordability 


No residual market 


fob 1 deity foetro Of priory indie 
affordable insurance to 
high-risk drivers through 
subsidization. 
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safe drivers 
poor drivers 
would be subsidized too 
much and incentives 
lessened. Tendency to 
oversimplify adjusting 
decisions by arbitrarily 
assessing equal fault in 
order. to “streamline 
operations. 


Unfair to 
because 


Public” *plans” are “subsi- 
dized by: 


- paying no premium or 
COrporacre taxes 


- free access to police 
records 

- maintaining no loss 

reserves 


Residual market is ade- 
quately served by the 
Facility “Associavion. 
Avaitabilaity “ot etotner 
types of insurance may 
suffer if some private 
insurers leave. 


High-risk drivers 
already subsidized. 
Further subsidies would 
lessen incentives and be 
untair to sate’ drivers, 


are 


Investment Income 


Investment income is 
Hbrvitgedian SOntari2of 
rather than being a drain 
on available capital. 


Quality of Service 


Public convenience due 
COs 


- one stop shopping and 
claims adjusting 


- less hassle in settling 
claims 


- direct dealings with 
insurance companies. 


Profits 


Profits are used to in- 
crease benefits, reduce 
premiums and absorb 
losses, rather than being 
distributed as dividends. 
Taxes not paid to Federal 
government. 


Integrated world capital 
markets are readily 
accessible from Ontario 
so this factor would have 
no effect on either the 
availabilityivom’ cost “of 
capital. Alsoie¢ 1982 
figures show that ICBC 
has 82% of its funds in 
government of Canada 
bonds and bank deposits 
and ’only® 18208 inwsbe sand 
municipal bonds. 


Poorer service because 
there is no threat of 
losing a customer and 
public employees lack 
motivation. Studies of 
public perception also 
Support I'this *vitewspost 
public companies. 


Loss of corporate taxes 
must be made up by in- 
creasing other taxes. 


Note: Ontario could ask 
for profit remission for 
private companies similar 
to private provincial 
power companies. 


Social Benefits 


Better organization of 
driver education and re- 
search programs due _ to 
centralized information 
and resources. 

head 


In-province office 


prevents cash flows to 
Out of provaenceigehead 
office, 

Greater commitment and 


responsiveness to social 
needs, 


Impact on Repair Industry 


and Costs 


Lower repair costs due to 
monopoly power over re- 
Pair ppshops, and), mone 
research into new repair 
methods. 


start—Up. Difficulties 


Early difficulties are 
common to all businesses 
and are worth it for the 
long-term savings. 
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EXista ne education 
programs have been effec- 
tive. 


Most Canadian firms have 
head offices in Toronto 
and foreign firms also 
have large offices here. 


Powentiali «fon use teasseia 
political vehicle, vio- 
lating sound business and 
insurance practices. 
Need for mechanisms to 
control monopoly prices 
and practices. 


Private insurers 
presently get discounts 
from shops for promising 


volume, a practice which 
would be inappropriate 
for, @oepubliie “company. 


May disrupt healthy com- 
petitiveness between 
repair shops by introduc- 
ing significant economies 
of scale, to a unionized 
oligopoly. 


Logistical problems 
associated with starting 
such a large company from 
scratch. 


Confusion during change- 
over due to staggered 
policy renewals. 


Philosophical Issues 


Insurance premiums should 
be: 


- based on individual re- 
cords 


- affordable for all 
-savailable for all 
- provide 

pensation to 


jured parties 
less of fault 


adequate com- 
Cb De wltice 
regard- 


- not force drivers to 
contribute to private 
sector profits. 


104 


Tendency towards higher 


claims frequency during 
early stages as people 
take advantage of what 


they see as a bottomless 
publiermpurse.. 


The free market is the 
compnernstone..of 4.4.-e0nee 
society. in, . elaame 
settlement Diu Leec 
insurance companies re- 
present the interests of 
society as a whole, 
rather than individual 
customers. Public owner- 
ship is mot.a solution ro 


D100) Gs Sus sWelol cineeee ue 
products. Public opinion 
currently favours less 


government involvement. 
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V. THE APPROPRIATE REGULATORY RESPONSE 
Meosintroduction 


In previous sections it was noted that the form of the 
regulatory response by the provincial government should 
reflect the severity of the market failure. Since the 
analysis has been unable to identify any significant mar- 
ket failures, the obvious regulatory response is the mini- 
mum available; this would permit existing solvency re- 
quirements but no premium setting or review powers. 


However, the provincial government has moved to freeze 
some insurance rates, roll back others and introduce a 
rate review process. In this section, the work of Pro- 
fessor Quirin, among others, will be reviewed to identify 
the regulatory responses available and to evaluate their 
impact on the competitive structure of the industry. 
Quirin, with others, concludes that since the automobile 
insurance industry is competitive, any regulatory proce- 
dures applied should not stand in the way of competitive 
pressures. Hence, regulation that regulates least, regu- 
lates best. 


2. Regulatory Methods 


The Quirin report presents an historical perspective 
to insurance regulation and then identifies a number of 
the areas in which controls are applied to the insurance 
industry. These controls or regulations range from mini- 
mum standards on entry, through reporting of financial and 
claims experience, and licensing and regulation of agents. 
The regulation that is of interest in this study is rate 
regulation. Most of the U.S. states have some form of 
rate regulation and in Canada, ignoring the provincially- 
owned systems, Nova Scotia, Alberta and Newfoundland also 
are engaged in rate regulation. 


Quirin identifies three forms of insurance premium 
regulation. They are listed in decreasing order of con- 
trol over premium setting: 


i) wPriercapproval:. 
ii) File-and-use. 
iii) Market competition. 
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i) Prior Approval 


The prior approval model requires the insurance com- 
pany (or a set of companies through a rating bureau) to 
file proposed rates to the regulatory body. The rates are 
quoted for standard policies and evidence on proposed loss 
experience, expenses and underwriting profits is presented 
to the regulator at a hearing; evidence of intervenors who 
oppose the proposed rates is also heard at the hearing. 
The output of the process is a set of rates that is ac- 
ceptable to the regulator. 


There are a number of problems with the prior approval 
format. First, the process can be very time-consuming. 
This delay can be very expensive for the applicant. 
Second | thereware: significant costs toythis process, @ ihe 
obvious costs include significant expenses undertaken by 
the insurance companies to prepare evidence and be present 
at the hearing along with the required cadre of lawyers 
and experts. Similar expenditures are required for the 
regulatory body. There are indirect costs that are very 
substantial. A regulatory scheme which permits prices to 
be set on a cost plus basis generates a number of disin- 
centives to efficient operations. Since costs will be 
covered there is no incentive to operate to minimize these 
costs or to introduce new technology. To the extent that 
a firm becomes more efficient, if its rates are reduced to 
reflect the added efficiency, then there is no incentive 
to reduce costs. 


Second, there are a number of variables that are need- 
ed in the regulatory process that are either very hard to 
measure or are the result of an arbitrary allocation pro- 
cedure. For example, expenses for automobile insurance 
are allocated in an arbitrary manner; there is no correct 
answer but without competitive pressures, companies will 
try to allocate a larger proportion of the expenses to the 
regulated operations thereby moving profits to the unregu- 
lated: lines« + /Also,) underwriting! profits ‘are ‘difficult to 
measure. Most regulatory bodies use a rule of thumb 
approach which provides for underwriting profits yet in 
the model developed underwriting losses are expected. In 
fact, the companies rarely earn underwriting profits even 
though permitted. This is probably due to market forces 
that are not included in the regulatory process. 
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Finally, there is a strong disincentive to propose 
rates which are different than the standard rate. These 
'deviated' rates are based on expense ratios which differ 
from the industry value, differential claims experience 
and non-standard policy coverages. Deviated rates are a 
method in which competition enters and the denial of these 
rates entrenches inefficient operations. 


ii) File-and-Use 


This approach is a more leisurely approach to regula- 
tion of rates; it does not introduce Significant time 
delays and is consistent with competitive forces. The 
insurance companies file rates and evidence on losses, 
expenses and underwriting profits and can introduce the 
proposed rates either immediately or after a short waiting 
period. The regulatory body then evaluates the case for 
the new rates and their finding may be that the rate is 
excessive. This results in a reduction of the rate and/or 
rebates of the excessive amount. This is, however, a rare 
event since the firm and the regulator typically use the 
same fundamental model to develop rates. 


One important feature of the file-and-use system is 
that it permits deviated rates; companies which introduce 
these deviated rates must be prepared to provide evidence 
to support them. The spread of file-and-use rates in the 
U.S. has been an important factor in the enhancement of 
competition in the industry. By the time that a file-and- 
use rate can be attacked by those who do not want a com- 
petitive rate, the rate will have been copied by so many 
competitorssthatvua wictory: ds drrelevant. 


Lid je oManket Competition 


Under market competition there is no formal approval 
of rates. The regulatory agency may monitor the rates to 
ensure that competition in the markets under its control 
is producing rates which approximate marginal cost. Al- 
though not necessary, rates, loss experience and finanical 
reports can be filed with the regulator. 


The underlying premise is that competitive forces pre 
vide the best regulator of prices; intervention through 
rate reviews is justified only if there is a failure in 
some market such that competition will not work. The 
States who have used this approach include, California, 
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Missouri, Idaho and Illinois. The latter state has now 
totally deregulated automobile insurance and does not 
intervene in any form. 


3. Canadian Experience 


Of the three provincial jurisdictions in Canada that 
regulate insurance premiums, we consider Alberta and Nova 
Scotia. We omit Ontario since it does not have the regu- 
latory experience of the other two provinces. Each of the 
provincial agencies receive a large amount of statistical 
and financial data from the statistical agency of the in- 
dustry and the rating bureau. They have used consultants 
periodically to assist in the interpretation of the data. 


In Nova Scotia, regulation is performed by the Commis- 
sion which has had experience in rate regulation of 
snvestor-owned utilities. The regulators, while having a 
good feel for the loss cost data within their jurisdic-— 
tion, are unable to obtain reliable data on expenses at a 
provincial level. This 4s due not to the unwillingness of 
companies to provide the data, but the difficulty’ in 
identifying expenses of one small part of the overall 
Canada-wide, multiple-line operations. Therefore, the 
regulator ensures that rates proposed for Nova Scotia 
reflect loss experience in the province. 


Alberta set up its insurance rate regulation board in 
1976. While less formal than that found in Nova Scotia, 
the criteria applied and the results obtained are general- 
ly the same. Moreover, both provinces do not appear to 
have strong controls on profitability £oL premium levels. 
Although these jurisdictions require prior approval, the 
hearing procedures are not time consuming and certainly do 
not constrain insurance companies’ activities?’ a7 \ a 
meaningful way. 


4, The Regulatory Model: Public Utility 


In the prior approval approach, and to a lesser extent 
in the file-and-use approach, some mechanism must be used 
to identify whether automobile insurance rates are accept— 
able or not. When formulated in this way, the comparison 
to the public utility model of regulation is obvious and 
many of the regulatory schemes for automobile insurance do 
utilize a very similar approach. However, Stele eounicen— 
tention that the public utility model is not suitable and 
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its use where it is not appropriate will generate a number 
of serious problems. 


The public utility model is a method of identifying an 
acceptable set of rates for the products and/or services 
of the utility that cover the costs of the company includ- 
ing taxes and interest on debt used to finance a portion 
of the assets and permit the HENPL Uy eeGyearin.a. rateuof 
return on the portion of the assets financed by equity. 
The return on equity is not guaranteed and its actual 
value will fluctuate as actual revenues and costs deviate 
from their expected values. This regulatory model is in 
essence 'cost plus' regulation. 


Once the permitted overall revenue for the firm is 
determined, the individual prices are determined subject 
to the revenue constraint. Problems abound in this model; 
these include the allocation of joint costs, dealing with 
non-regulated products and estimation of the return on 
equity. However, the underlying rationale for the regula- 
tion asathatethesutilityeis a monopoly and the competitive 
process will not provide restrictions on earning excessive 
profits. The companies regulated under this procedure 
include pipelines, gas distribution, telecommunications 
and electric utilities. 


Applying this model to the underwriting activities of 
Ontario automobile insurance companies would require 
individual rates to cover the expected values of expenses, 
claims or loss costs and an allowance for underwriting 
profits’ 


The ease with which the regulatory model can be formu- 
lated for automobile insurance masks the serious concep- 
tual and implementation problems. Some of these have been 
noted in a previous discussion on this section. 


The problems include the following: 


1) wAllocation got ticosts among regulated and non- 
regulated lines of insurance is difficult. The 
firm will attempt to increase expenses in the 
regulated lines thereby shifting profits to the 
unregulated lines. 
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ii) Companies operating across Canada will have to 
allocate; arbitrarily, theize costs, tos the; Gn- 
tario operations. 


333k) The estimation of a profit for underwriting 
activities is difficult and conceptually should 
be a loss! The assets used for the insurance 
activities are funded by prepayments of premi- 
ums. If the assets could be allocated to auto- 
mobile insurance, since they are not funded by 
equityholders, no return to equity should be 
provided. Further, the prepayments generate an 
investment fund, the earnings on which reduce 
the premium levels. Thus, the underwriting 
profits are expected to be negative, not posi- 
tive. The degree to which they are negative 
depends upon the investible funds per dollar of 
premiums written. Thisviwilh differs fomegeaeh 
insurance company. Using average values will 
result in non-differentiated rates. 


iv) The automobile insurance industry is competitive 
and regulation is not necessary to correct for 
market failure. Introducing regulation where it 
does not belong will do one of two things; 
either it will force firms to leave the industry 
if the regulation is effective or the regulatory 
process may be captured by the company and rates 
will be higher not lower. Therefore, the prob- 
lems of applying an inappropriate model will 
generate a regulatory regime for automobile 
insurance that does not promote efficiency or 
innovation. 


5. (Cone lusions 


In the U.S., the studies of insurance regulation are 
strong in their condemnation of prior approval regulation. 
For example, Jaskow (1973) concludes: 


(1) "Prior approval rate regulation should be eli- 
minated and replaced with a no-filing system 
allowing insurance rates to be determined 
competitively ... 


Ad 


(8) "Attempts by some states to go toward more 
price regulation rather than less should be vi- 
gorously discouraged ... 


"There are very few examples of deregulation in 
the history of regulation in the United States 
Here is an example, however, of a situation in 
which regulation has worked to the benefit of 
almost no one (except perhaps the direct 
writers) in the last fifteen years ... Those 
States which have eliminated formal rate regu- 
lation should be congratulated and other states 
encouraged to follow their examples." 


In a study in 1977, Paul MacAvoy concluded: 


"The evidence strongly suggests that unrestricted 
price competition is superior to rigid rate regula- 
tion as a way of achieving reasonable prices, a 
reliable insurance mechanism and economically fair 
prices which are based on an accurate assessment of 
the risk presented." 


Other studies also found that premium rates and/or 
profits were higher in states with regulation. A more 
recent study by the U.S. General Accounting Office con- 
cludes just the opposite. However, Quirin identifies a 
number of serious problems with this study. One major 
problem is that there are more individuals insured under 
assigned risk plans in regulated than in non-regulated 
jurisdictions. Since the system as a whole loses money on 


assigned risk insureds, the 'cheaper' insurance on 
regulated jurisdictions reflects the fact that larger 
subsidies produce lower prices. After considering the 


problems with the study, Quirin concludes "the study's 
evidence does not support the conclusion it has drawn from 
them. The preponderance of empirical evidence from the 
U.S. supports the view that regulation increases costs to 
consumers; the results of those few studies with contrary 
findings are easily explicable in terms of defects in 
statistical methodology". (p. 31) 


Quirin, in his study, concludes that there is no 
reason to believe that the experience of regulation in 
Ontario will be any different. The experiences of Nova 
Scotia and Alberta are not very illuminating since the 
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regulation does not introduce binding controls on the 
behaviour of the industry. If regulation is to be imposed 
sn Ontario it should "be of the open competition variety 


in effect in California. As a next best, a file-and-use 
model could be imposed. No economic case can be made for 
more stringent regulation." (Quirin) im Saet,  Quirin 


suggests that binding regulation may result in the 
withdrawal of existing insurance company capacity. 


ENDNOTES 


AS 


1, The profit relationship is written as follows: 


Profit = (P* + E) (rp) + P(l = L =v) =F 


where 
ProLiy 
px 
E 
1e 
ie 


V 


o 
P 


expected profit to equityholders 


= premium dollars generated for investment 


equity dollars invested in investment 
POrtrolio 

expected rate of return on investment 
portfolio 

expected loss ratio = expected claims/ 
premiums 

expected expense ratio = expected expenses/ 
premiums 

fixed costs 

actual premiums collected 


2, Mepequal i braun. tease) expected™that 


where § 
Giemoisk-Lree interest orate, 
flects the expected result but since L, v and even r 
it is likely that this re- 
lationship will not hold using actual results for a 


can be random variables, 


perenne: ee aes 


Px/P and can be greater than unity, and ris 
This relationship re- 


particular year. 
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I. BACKGROUND 


Before examining the fairness of insurance rates or 
prices and the various systems that exist in Canada, it is 
important to understand the nature of the product, that 
is, the types and extent of coverage that automobile 
insurance policies provide under each of these systems. 
Across Canada, the standard automobile insurance policy is 
composed of three sections: third party liability (also 
known as bodily injury and property damage), accident ben- 
efits, and collision. 


Third party liability coverage protects the insured 
against liability imposed by law for loss or damages re- 
sulting from the ownership, use or operation of the auto- 
mobile, and resulting from bodily injury to or the death 
of any person, or damage to property. This coverage app- 
lies to both the insured and anyone who uses the vehicle 
with the insured's consent. This coverage is compulsory 
in all provinces and has been so in Ontario since 1980. 
While Ontario has had some difficulty in enforcing this 
law (estimates have put the percentage of uninsured motor- 
ists as high as 15%), public insurers have been successful 
in tying insurance to vehicle registration so that a mot- 
orist must be insured in order to register his/her vehi- 
cle. As a result of this and the lower rates charged high 
risk drivers, it appears that uninsured drivers are not a 
big problem in the provinces with public insurance. The 
minimum level of coverage in all provinces is $200,000, 
but excess coverage can be purchased if desired. 


Claims on third party coverage partly result from 
court awards, so that legal trends, in addition to infla- 
tionary cycles, dictate changes in average claim costs. 
Skyrocketing court awards in recent years have caused 
third party claims costs to increase by 64% (1986 Green 
Book) since 1982 in the private sector, providing much of 
the impetus for increasing insurance premiums. 


The second section of an insurance policy provides 
accident benefits coverage, including medical payments, 
funeral expenses, disability income benefits and death 
benefits, regardless of fault. Medical payments coverage 
is meant to cover the doctor, hospital and rehabilitation 
costs; funeral expenses and death benefits are meant to 
compensate the insured's family should death result from 
an accident; and disability income benefits compensate for 
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temporary or permanent losses of income as the result of 
an accident. In most provinces, the medical benefits are 
integrated with the provincial health system and direct 
payments are made to the province in lieu of case by case 
reimbursement. 


Accident benefits coverage is compulsory across Can- 
ada, although the extent of coverage varies from province 
to province. Ontario's coverage compares favourably with 
other provinces, providing similar medical, funeral and 
disability benefits and death benefits which are superior 
to those in B.C. and Saskatchewan. In comparison with 
third party coverage, accident benefits up to the sched- 
uled limits are not subject to the tort system, and partly 
as a result, the average claims cost of accident benefits 
policies has increased only 374% since 1982. In Ontario, 
claims above the scheduled limits can be made through the 
tort system. Table 1 gives details of the compulsory cov- 
erage for Ontario and the three public plans. 


The third section of the Standard Automobile Policy is 
optional and deals with collision coverage. Coverage can 
include a wide range of specified perils depending on 
which of four levels of coverage is chosen. All perils 
coverage indemnifies the insured against direct and acci- 
dental loss of or damage to the automobile, including its 
equipment, from all perils, as specified; Collision or 
Upset coverage protects the insured against only loss or 
damage caused by collision with another object or by up- 
set; Comprehensive coverage provides compensation for 
damages other than by collision or by upset; and Specified 
Perils coverage is limited to damage caused by fire, 
lightning, theft or attempt thereat, windstorm, earth- 
quake, hail, explosion, riot, falling or forced landing of 
aircraft or of parts thereof, rising water, or the strand- 
ing, sinking, burning, derailment or collision of any con- 
veyance in or upon which the automobile is being trans- 
ported. These coverages almost always include a deduct- 
ible portion which forces the insured to pay a specified 
initial amount of any claim. This 'co-insurance' ensures 
that the risk of having an accident does not appreciably 
change after insurance is taken out. 


The costs of collision claims are affected mainly by 
inflation in automobile repair and replacement costs. 
Since 1982 the average cost of such claims has risen by 
only 25%. Note that 'fault' is defined in many accidents 
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on a formula basis i.e., one car rear-ending another is 
always at fault. As a result, in most car accidents there 
is) no YTesort, to. ether tortessystemedntohusettla collision 
claims. This innovation by private insurance companies 
was designed to minimize the legal cost component of 
claims costs. 
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TABLE 1 


Autanobile Insurance Coverage 








THIRD-PARTY SASKATCHEWAN MANITOBA B.C. ONTARIO 
LIABILITY COMPULSORY COMPULSORY COMPULSORY COMPULSORY 
MAXIMUM BENEFITS $200,000 $200 , O00 $200 ,000 $200 ,000 
ACCIDENT BENEFITS COMPULSORY COMPULSORY COMPULSORY COMPULSORY — 
DEATH BENEFITS 
-Time Limit 2 Years None None 2 Years 
—Primary Dep. $10,000 $10,000 $5 ,000+S130/wk* $10,000 
—Secondary Deps. 1500 2,000 1,000+$30/wk* 1,000 
—Spouse 22500 10,000 2,500 10,000 
Dependent Child 2,500 2,000 1,500 Max 2,000 
*for 104 weeks 
MEDICAL EXPENSES $10,000 Max $20,000 Max $100,000 Max $25,000 Max 
FUNERAL EXPENSES None 1,500 Max 1,000 Max 1,000 Max 
DISMEMBERMENT $10,000 Max $20,000 Max Not Covered Not Covered 
LOSS OF INCOME 
-Full-Time Empl. $150/wk Max $150/wk or 704 75% of Gross 80% of Gross 
of Gross Wages Wages Wages 
Max. 
—Hamemaker $150/wk $150/wk $145/wk S70/wk # 
Partie | 
Disability $75 /wk S60/wk None None 

— # of Weeks 104 104 104 104 

## for 12 wks 
COLLISION COMPULSORY COMPULSORY OPTIONAL OPTIONAL 

ALL PERILS ALL PERILS 

DEDUCTIBLE (BASIC) $500 $200 Varies Varies 
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II. A MODEL OF A CASUALTY INSURANCE COMPANY 


There are two key features that differentiate the pro- 
ducts of a casualty insurance company from other consumer 
products: time and uncertainty. The time dimension is 
the fact that for a premium today, an insurance company 
agrees to reimburse its policyholder at some point in the 
future. For car insurance companies this time in the 
‘future’ is relatively short, since the accident must 
occur during the current policy year; payment may then be 
pushed further into the future as a result of delay by the 
policyholder in reporting the claim, time for litigation 
and the company in settling it. The uncertainty stems 
from the fact that the individual policyholder does not 
know whether or not he/she will have an accident and thus 
require reimbursement. 


From the company's point of view these two key fea- 
tures of insurance in turn introduce two key operating 
Characteristics: .first,.ethe- firm..willearn: a return, by 
investing the premium paid by the policyholder and second, 
the firm will have to write a large number of policies to 
diversify the risk of any individual policy. In many 
branches of insurance, e.g., life insurance, the risk can 
be largely removed by pooling it with other risks, so that 
an actuary can work out fairly accurately how much will 
have to be paid out on each policy and how variable will 
be the total payout by the firm. With car insurance, giv- 
en the common nature of claims costs, pooling cannot elim- 
inate all risk. However, given the variability that 
remains, the firm can determine how much equity capital is 
required as a cushion to ensure that a bad year of losses 
does not force the firm into bankruptcy. 


Given these two key characteristics of insurance we 
can create a simple single period model of an insurance 
company, whereby a firm raises equity capital and writes 
insurance policies against that capital. If the policies 
all mature in one year's time, the firm will invest both 
the premium income and its capital in the interim, then at 
the end of the year it will liquidate its investment port- 
folio and pay out on its claims, distributing the residual 
as a dividend to its common stockholders, or to its pol- 
icyholders if it is a mutual company, or retaining it in 
order to write more policies. If the claims exceed the 
investment income and the original policy income, then the 
return on equity will be negative and vice versa. 
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Given this underlying model we can represent the pro- 
fitability (M) of a casualty insurance company as 


oA 


[eegans + TpB + P(1“L)-vP - F ag 


where r, and rp are the returns on the stock (S) and bond 
(B) investments respectively, which fore SimplrycLrty Awe 
assume are the only eligible investments, P is the amount 
of premium income generated, L the loss ratio and v and F 
the variable and fixed costs respectively. For the 
casualty Insurers Da. Bp and L are uncertain, which is 
represented by the tildes ate 


The key requirement now is to value the uncertain pro- 
fit stream. To do this we use the Capital Asset Pricing 
Model (CAPM) developed by William Sharpe (1964) and John 
Lintner (1965) and previously used to evaluate insurance 
companies by Hill (1979) and Fairly (1979). The CAPM has 
become the most widely used model for valuing uncertainty 
since it specifically uses the benefits of diversifica- 
tion. Since some of the fluctuation or uncertainty in any 
security's return is unique to that security, risk can be 
reduced by holding a portfolio of Securities. This Ob= 
vious extension of the basic advice of ‘not putting all 
your eggs into one basket! has some profound implications 
for valuing securities. Since individuals will diversify, 
either directly or indirectly through mutual funds and 
financial institutions, the risk of any security should be 
measured by its contribution to the risk of a diversified 
portiolios*? Thisvis what is termed systematic or market 
risk. 


In theory, individuals will continue to reap the 
diversification gains until they hold all the rasky-isecurs 
ities that exist, a portfolio that is termed the market 
portiorio. ~ In’ pract#ce, such extremes in diversification 
are rarely found, but the high correlation between the 
rates of return on diversified portfolios allows us to use 
the market portfolio as a benchmark. This then allows us 
to look at risk measure related to the underlying vari- 
ables, which are not unique to individual investors. 


The CAPM values the uncertain profit stream to the 
equity holder as 
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E+II-Acov (II, Rm) 
hee re 
l+r 


(2) 


where V is the value of the firm, E is the original equity 
contribution, IM is the expected profit or cash flow 
stream, r is the risk-free interest rate, cov(Il, RM) is 
the covariance between the uncertain profits and the 
return on the market portfolio and A is the market price 
of risk. The objective of the firm is to make decisions 
today to maximize the net present value of the equity, 
i.e., the difference between the market value of the 
equity and the original amount of equity investment. Sub- 
eta rutin) ante (2) serves 


rStrptBtP (1-L)-vP-F-Acov(rgStrpB+P(1-L) ,R,)-rE 
err 


max Z = 


ay 


Moreover, there is the basic balance sheet constraint, 


batooe= eet -E (4) 


that is, the investment in securities comes from the pol- 
icyholders via premiums and equity holders via their orie— 
inal investment. Hence, using (4) in (3) we have 


(x -r) S+ (rg-r) BHP (1-L) -vP-F+rP-ACov (rgStrpBtP (1-L ) Ry 
lene 


max Z = 


(oy) 


which is our basic valuation equation. 


The model represented by equation (5) is very simple; 
however, it captures the basic notion of a casualty insur- 
er. In practice, of course, firms do not operate Within a 
single period framework; policies are written continuously 
and claims are settled continuously. However, within any 
fixed period the flow equation representing profits is 
approximately correct, except for the fact that the true 
loss ratio can only be approximated. Similarly, in equa- 
tion (4) not all of the premium revenues are invested in 
securities. In practice, premiums generate funds for in- 
vestment in two ways. First, some policies will overlap 
the fiscal year, hence some of the premium revenues are 
unearned and thus represent a liability to policyholders. 
Similarly, some of the claims cannot be settled during the 
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year and thus a reserve for unsettled claims has to be 
established. In both cases, for an ongoing firm, perman- 
ent capital is effectively provided by the policyholders. 
To recognize this fact we simply rewrite the balance sheet 
constraint of equation (4) to get 


Baten iy at (6) 


where y is the proportion of policy premiums that accrues 
as capital for the firm to invest. 


Our unregulated casualty insurer is thus faced with the 
following net present value maximization problem 


ve 2 LESTE SE CE p2) POL) -vP-B4n7P-eov (egSt BFP OL) J 
Dig Bigt orag 


(7) 


where the two crucial management decisions are (1) the 
volume of insurance policies to underwrite represented by 
P and (2) the level of investment risk to undertake repre- 
sented by S and B. This former decision can be termed the 
‘insurance exposure' decision and the latter decision the 
‘investment exposure' decision. 


The optimality conditions are: 


S: Le-r-Acov(re, R,) = 0 (8) 
B: rp-r-Acov(rp, Ree =a) (9) 
A Peevey COV Le lean = 0 (10) 


Equations (8) and (9) are just the rate of return formats 
of the CAPM. The interpretation is straightforward. If 
the casualty insurer feels that the expected rate of 
return on either bonds or equity (rp, Lg), exceeds their 
riskwadiustedscosts. (r+icov(rauik Je Lhen more Ofelia 
investment should be purchased. This is simply the stand- 
ard investment decision rule whereby the investment man- 
ager invests funds into those investments that are antici- 
pated to 'beat the market'. 


The insurance decision of equation (10) is also 
straightforward. The loss ratio for casualty policies is 
essentially unrelated to the return on the market port-— 
folio, since whether or not it is a good or bad claims 
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year is essentially unrelated to whether capital markets 
are depressed or buoyant. Hence, cov(1-L, R,)=0. In 
this case, we have the basic criteria 


tif Lip gases i (11) 


which indicates that insurance premiums will be written 
until the expected marginal underwriting return, (one min- 
us the expected loss ratio minus the variable costs) is 


negative. 


The reason why the underwriting return is negative is 
that each policy written contributes to the capital of the 
firm through loss reserves and unearned premium income. 
The amount of free capital so contributed depends on the 
parameter, y, the higher this parameter is, the more free 
capital is generated. Hence, since this capital is 
invested at least at the risk-free rate of return (r), the 
casualty insurer will keep writing policies until the loss 
on underwriting is just offset by the investment income so 
generated. 


It is thus a cardinal rule in evaluating the perform- 
ance of casualty insurers that we would expect to find 
enderwrating losses.” “This*does "not. ‘mean “to ‘say that we 
will actually find them, since in any one particular year 
the actual loss ratio may be higher or lower than expect- 
ed. Thus it is possible that in a good year underwriting 
income may even be positive. It is also true that as cap- 
ital market conditions change, so too will the insurance 
market. From equation (11) it is apparent that as market 
interest rates rise, so too will the underwriting losses, 
Since insurers will be scrambling to book more policies 
and thus have more money to invest in securities. 


The foregoing model is appropriate for an unregulated 
public insurance company, because no constraints or cor- 
porate taxes have been imposed on it. As a result, insur- 
ance exposure and investment exposure are separate prob- 
lems. Such a model might be appropriate for public insur- 
ance companies that do not fall under the jurisdiction of 
the Federal Superintendent of Insurance. However, for 
private casualty insurance companies, in addition to cor- 
porate taxes, there are a host of constraints on their 
operations that cause this separation of management deci- 
sions to break down. 
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The principal restriction that we will examine is the 
capital restriction that determines the multiple of pre- 
mium income that can be earned for each dollar of equity 
capital. Although this multiple varies by province and 
size of insurer, we will denote it by a constant a. For 
most firms this restriction is binding, that is, a compet— 
stive firm would desire to write more policies per dollar 
of equity capital. It is because a competitive firm would 
operate with less capital, and thus a higher risk of bank- 
ruptcy and insolvency, that the Superintendent of Insur- 
ance imposes a capital restriction. 


For our purposes it means that premium income is a 
function of the equity capital of the insurance company, 
i.e., P=aE, where in most jurisdterionsya@ js 3. Hence, 
since the constraint is binding, the amount of equity 
determines the value of premium revenues that can be 
earned and the value of the investment in securities, 
since the investment by policyholders (yP) also becomes a 
function of the size of the equity. Hence, the balance 
sheet constraint becomes 


B+ S = yaE + E = E(1+ya) 2) 


The total investment decision is now fixed by the equity 
and underwriting decision; all that remains is the com- 
position of the investment potto Lio. 


The introduction of corporate taxes and regulation 
thus changes the model of equation (7) to 
: (1-t) [(l+ayEr,+aE (1-L-v)-F-ACov((1+ya) r+ aE(1-L) ,Rn)-rE 
max Z = 
E,O l+r 
(43) 
where Ty = 6r+(1-d) rp. 


The key values are the composition of the investment 
portfolio, determined by the proportion invested in equit- 
jes (6) and the proportion in bonds (1-6), and the scale 
of the firm, determined by the size of the equity (E). 
The level of premium income (aE), the capital contributed 
by policyholders (yP=yaE), and the size of the investment 
portfolio ((l+ya)E) are all then fixed by the parameters 
and the size of the equity. 


The optimality conditions are then 
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E: (1-t) [(r,-Acov(r,, Re ea On ony eke C15) 


where r. in equation (15) is the optimal portfolio return 
found from equation (14). As before, the investment deci- 
sion depends on the expected return on the bond and equity 
investments, relative to their risk-adjusted rates of 
return. Unlike equations (8) and (9), however, equation 
(14) just determines the mix of the optimal portfolio and 
Motu) 1UsGt “Size. If the risk-adjusted equity return 
Week coy (row Ro) gexcecds wehemrick eau jusScedsbondereturn 
(rp-Acov(rp, R )), then the proportion invested in the 
stock eRe (8) goes up. However, without any special 
investment timing skills, equation (14) will be zero, 
indicating no special investment mix. 


Our concern is with the size of the insurer because of 
its relationship to the pure insurance results. If we 
rearrange equation (15) by noting that r=r(ltya)-rya, then 
we can get 


(1-t) (1-L-v)=-ry-((1+ya) / (a) ((r,-Acov(r,.Rm) (1-t) =r) (16) 


which should be compared to equation (ll). Note that it 
a a condition of capital market equilibrium that r_-Acov 

,»Rm)=r, that all risk adjusted expected rates of return 
ae be equal. If we use this condition we can simplify 
equation (16) to get 


ebowissery lho oet) Atiat) (17) 


which indicates that the capital constraint interacts in 
an interesting way with the imposition of corporate income 
taxes. 


In the unregulated public insurance company problem 
the investment and insurance exposure problems were separ- 
ate. This is not the case for the private insurer because 
the regulator insists on a substantial cushion of bond and 
equity investments to ensure that the company survives to 
pay off on its liabilities (claims). However, the income 
from this investment portfolio is taxed along with any 
underwriting profits. From the investor's point of view 
an investment in bonds and equities can be made without 
the extra layer of taxation imposed at the corporate lev- 
el, either by investing directly or by investing through a 
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mutual fund. Hence, the underwriting operation has to be 
more profitable to compensate the insurance company inves- 
tor for this extra layer of taxation. 


If in equation (17) we set t=0, we get the same result 
as in equation (11). However, as t increases, the private 
insurer has to have a lower and lower loss ratio (L) to 
compensate for the extra taxes paid on the company's 
investment operations. This can be seen by further re- 
arranging equation (17) to get 


L = l-vt(ry-((1+ya) /a) rt] /(1-t) (18) 


as a market equilibrium condition i.e., an equilibrium 
loss cost such that the private insurer will have no 
incentive to change the scale of the company's insurance 
operations. In Table 2 we show how the loss cost ratio 
declines as the corporate tax rate increases, given rea- 
sonable numbers for the other variables. 


If we reject market equilibrium and allow the invest- 
ment manager to believe that he can beat the market, then 
the risk-adjusted expected rate of return (rp-Acov(rp, 
RM)) exceeds the risk-free rate in equation (16) and ate: 
investment manager believes that his market portfolio is 
undervalued. In this case the casualty insurer will write 
more policies in order to generate the premium income to 
invest in the 'undervalued' securities. As a result, the 
loss ratio will increase. This situation is illustrated 
in column B of Table 2, where with some hypothetical num- 
bers the loss ratio increases by some 3%, when the invest- 
ment manager believes the market is undervalued on an 
expected return basis by 2%. Note that unlike the unregu- 
lated insurer, the investment decision is inextricably 
linked with the insurance decision, since the equity con- 
straint forces the insurer to have excess equity capital. 


The true implication of this Table 2 is that when the 
capital market is buoyant and investment managers feel 
that the market is undervalued, then we should expect that 
private regulated casualty insurers have even bigger 
underwriting losses than the unregulated public insurers, 
i.e., the provincial insurers, since these companies have 
no incentives to use premium income as a source of funds 
to enhance the value of private equity. When this buoyant 
market coincides with high nominal interest rates, we 
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would expect very large underwriting losses, as the 
effects compound each other. 


TABLE 2 
Equilibrium Loss Costs and The Corporate Income Tax 
A B 

Corporate Tax Rate Loss Cost Loss Cost 
0 0.859 O888 7 
0.05 ON Go7 0.886 
Oil 0, 855 0.884 
Os das: UO) Aestabs: 0.881 
01, 2 0, 85:0 0.879 
0,25 0.847 0.876 
Og 0.845 OF873 
OR ies 0.840 0.870 
0.4 0.836 0.865 
0.45 0, 831 0.860 
Oi5 03:825 0.854 
Dera VOSGy terval yo) /a) rely (4st) 

where = expense ratio of 0.25 


V 
r = interest rate of 0.1 

Y = net free liabilities of 1.09 
a@ = premium to equity ratio of 3 


risk adjusted return is 12% for B instead of 10%. 


This simple model is thus rich enough to capture some 
of the key features of casualty insurance companies in 
Canada. Also, from examining equation (16), it is appar- 
ent that for the competitive insurance company, the loss 
ratio, the marginal production cost and the share of pre- 
miums available for investment (y) are largely beyond the 
eontrol of the firm, Hence, in the long run, when?'the 
firm also has to cover its fixed costs we need to examine 
the following crucial operating characteristics: 


(1) The loss ratio L, which is termed the claims ratio in 
the Insurance Bureau of Canada's Green Book. This 
ratio includes not only the payout to policyholders on 
their claims, but also the adjustment costs required 
to satisfy the claim. 
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(2) The expense ratio (vP+F)/P, which is the variable 
costs (commissions, premium taxes, etc.) as well as 
the corporate overhead as a percentage of net premiums 
earned. 


(3) The proportion of funds per dollar of premium income 
which is available to the insurance company for 
investment purposes (jy). 


(4) The risk-free return that the insurance company can 
expect to earn on the funds available from policy- 
holders. 


These four key operating characteristics determine the 
behaviour of casualty insurance companies. In addition, 
we will also examine what is called the pure premium which 
is just the claims and adjusting costs for various cate- 
gories of car insurance, for example, the overall pure 
premium is just LP, the average amount spent on settling 
all cVaams;. 


One final note before examining actual performance is 
that the investment income attributable to underwriting is 
only the risk-free return on the capital provided by 
policyholders. If the company decides to invest in risky 
securities, such as equities and corporate bonds or in 
real estate, the surplus or shortfall in investment income 
flows through to the common stockholders. Thats, 1s. 
investment income falls, this drop in income reduces the 
stockholder's income and should be separated from the 
underwriting results, and conversely if investment income 
increases. In this sense, the capital provided by policy- 
holders is effectively an interest-free loan; competition 
amongst insurers ensures that it earns the risk-free rate. 
Investment income only affects the underwriting results 
because of the 'free funds' made available to the insur- 
ance company due to the unearned premiums and premium 
reserves that automatically arise as a result of doing 
business. 


In this model no 'equity' is allocated to the under- 
writing operations since although, periodically, infusions 
will be made to support ‘bad' underwriting results and 
dividends will be taken out with good operating results, 
overall underwriting results are unsystematic and no cost 
is attached to the cost of providing a 'cushion' for this 
uncertainty. This result holds whether the insurer is a 
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public insurance company, where the cushion is provided by 
the province's exchequer, or a private insurance company, 
where the cushion comes from the firm's portfolio of 
investments. tie. only “extra -Ycost* “that. needs to ‘be 
allocated to the private firm's underwriting operations 
comes from the tax effect discussed earlier. The parallel 
of our model to the normal financial leverage model is 
discussed in the appendix. 
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APPENDIX 
In our model, profits are 
No Steg5 ti ber Pie ) Sank A(1) 


however, we can define the portfolio rate of return as 
r =Gner (lors where 6 is the portfolio weight for the 
equity market and all funds are invested. Inserting this 
specification, and noting the balance sheet constraint 
B+S=yP+E into A(1) gives 


Tl = Lp (7PtE) + P(l=-L-v) =F A(2) 


In the long run, both variable and fixed costs are vari- 
able and equal to the expense ratio wtE/Poe Inwthis ease) 
we can use the long run equilibrium version of equation 
(iverire. 


1-L-(v+F/P) = -r7 A(3) 


to substitute into A(2). If we then divide through by the 
equity amount (E) and define in the normal way the return 
on equity as Ni/E, we get 


ROE = r, + (rp-r) P/E A(4) 
which is the normal financial leverage equation found in 
any introductory finance textbook, once we realize that yP 
ts debt. The insight of our model is that the cost of 
debt (yP) is met by reducing premium rates and implicitly 
paying the interest rate r, rather than the direct payment 
as with normal debt. 
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III. PERFORMANCE EVALUATION OF CASUALTY INSURERS IN 
ONTARIO 


Ae Guach at 1S 


Table 3 gives the recent performance of various claims 
ratios for automobile insurers in Ontario over the three 
main product lines based on direct premiums written. If 
the good news is given first, it is that the claims ratios 
for personal accident benefits and other coverage (colli- 
sion, all perils, comprehensive, etc.) have been relative- 
ly stable. The ‘other' claims ratio in 1985 was 72.3%, 
insignificantly different from its six year average of 
73.7%. Similarly, the claims ratio for personal accident 
coverage of 89.9%, although significantly higher than its 
Six year average of 80.5%, was down from the 96.9% level 
of 1984. For both these types of coverage it appears that 
premiums are at least covering the payout to policyholders 
and marginal adjustment costs. 


Figures lA and 1B graph the claims ratios for personal 
accident insurance and collision for Ontario and the rest 
of Canada respectively, where the rest of Canada also ex- 
cludes B.C., Manitoba and Saskatchewan. The striking re- 
sult here is that the claims ratio for personal accident 
insurance in Ontario is much higher than in the rest of 
Canada. However, given the substantial regional variation 
in personal accident coverage, not too much importance can 
be attached to this observation. In contrast, the claims 
ratio for '‘'other' seems to be essentially the same in 
Ontario as in the rest of Canada. In summary, personal 
accident and ‘other' coverage seem to be under control, in 
the sense that the claims ratios do not seem to exhibit 
any trend, and the performance in Ontario largely mirrors 
that in the rest of Canada. 


The bad news is that the claims ratio for third party 
liability for bodily injury and property damage has in- 
creased in Ontario for each year since 1980. Moreover, 
for the last three years the claims ratio has exceeded 
100%, which means that the payout to claimants plus ad- 
justing expenses has exceeded the value of the premium 
income. Since the claims ratio does not include any allo- 
cation of general expenses, it is quite obvious that the 
premiums charged for bodily injury and property damage 
have been lower, relative to the costs incurred in meeting 
claims. Figure 2A shows that for third party liability, 
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TABLE 3 


Autambile Loss Ratios in Ontario 


1985 1984 1983 1982 1981 
A) TOTAL 
Direct Premiums Written 2050.7 1984.1 1905.7 1769.0 1502.0 


Direct Losses & Adjustment 2055.9 1888.3 1599.2 1424.4 1270.0 
Loss Ratio TOOS Seeen oo 2 #* 55.9 80.5 84.5 


B) THIRD PARTY LIABILITY 
Direct Premiums Written TO7S.1 BIODAST O=98459° » 903. 7-4 78755 


Direct Losses & Adjustment 1329.3 1204.5 993.4 819.5 695.9 
Loss Ratio 193-3. \1iy.5> 100-9. © 90.6 .8a%3 


C) PERSONAL ACCIDENT 
Direct Premiums Written hapeOr. LIA PS] IOI ee 2 TOS SF 


Direct Losses & Adjustment 118.5 127.4 101.4 86.3 7/7/.3 
Loss Ratio Garg. 4496.9" S85 7376 P7140 


D) OTHER (collison, etc.) 


Direct Premiums Written 840.7 828.6 800.7 748.7 605.8 
Direct Losses & Adjustment 608.1 556.4 504.4 518.6 496.9 
Loss Ratio 1223 67.1 63.0 69.3 82.0 


Source: Federal and Ontario Reports of the Superintendents of 
Insurance. 


% of direct premiums 


% of direct premiums 
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the claims ratio for Ontario has deteriorated much more 
dramatically than that for the rest of Canada. However, 
after stabilizing at around 65%, the claims ratio for 
third party liability in the rest of Canada seems to have 
caught the Ontario disease and increased quite dramatical- 
ly’ in 1984 and 1985. Overall, coverage for third party 
liability seems to be an existing problem for insurance 
companies within Ontario and an emerging one for the rest 
of Canada. 


Figure 2B shows the overall claims ratios for automo- 
bile insurance in Ontario, British Columbia and the rest 
of Canada (which again excludes B.C., Saskatchewan, Mani- 
toba and Ontario). This 'total' picture shows the in- 
crease in overall claims ratios both in Ontario and the 
rest of Canada. However, given the previous information, 
it is apparent that the increase in the overall claims 
ratio is primarily the result of an increase in the claims 
papwo for Mthigd vparty vabilitys Of interest is the 
observation that the overall claims ratio for B.C. has 
exhibited a decreasing trend over time, with none of the 
instability exhibited by the claims ratio in Ontario and 
the rest of Canada. The other public sector insurers, 
MPIC and SGI will be analyzed along with ICBC in Chapter 
TMG 


One; finalwnote “is that the: claimss ratio tis! tratic;: 
chat dslVvitois: total claims and ddjuistingicostsidivided thy 
a measure of premiums written. Hence, there are two 
important implications. The first is that instability can 
be generated by either costs or premium trends. The sta- 
bituty, ing the BeGsrielaimetrattostwaciiwe. ishalidy.seags «ie 
largely the result of the stability in premium levels. 
The second implication is that the claims ratio is inde- 
pendent of the level of premiums. That is, if loss costs 
are twice as high in Ontario as elsewhere and premiums 
were also twice as high, then the claims ratio should be 
the same. Hence, the claims ratio says nothing about the 
efficiency of the insurance industry; it simply measures 
the adequacy of premiums relative to actual claims and 
adjusting costs. 


B. Pure Premiums 


The 1986 Automobile Insurance Experience (Green Book) 


contains details on the frequency of claims in each class 
and the average cost of settling the claims; the product 
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of the two is called the pure premium. In essence, the 
pure premium gives the average charge for each class 
required to pay the claim and all adjusting costs. JE 
does not include any allocation of corporate overhead, 
expenses or contribution from investment income.  More- 
over, within the class, the average quality of risk can 
change over time, for example as a result of a changing 
mixture of rural and urban driving in the overall Canada 
class. Hence, the pure premium cannot rightly be used as 
the cost of a particular class of insurance. However, it 
does provide some very important raw data to describe ex- 
perience across different provinces and classes of risk. 


In Table 4 is the average frequency of claims for pri- 
vate passenger cars for the three representative classes 
of insurance: third party liability, personal accident and 
collision for the years 1982-1986. Note that differences 
occur across provinces partly as a result of provincial 
regulations and partly as a result of changes in the mix- 
tures of risks covered. The two principal differences are 
that in Quebec third party liability coverage also in- 
cludes own property damage under the direct compensation 
agreement and in Newfoundland, where accident benefits 
exclude medical payments, which are covered separately. 
If we exclude these anomalies, it is apparent that claim 
frequency varies, sometimes significantly, across the pro- 
vinces. 


TABLE 4 


Claims Frequency 
(Average 1982-86) 


Accident 
ina rd ee any Benefits Collision 

Alberta 0.0568 0.0064 0.0782 
New Brunswick 0.0548 0.0074 0.062 

Newfoundland 0.0578 0.001 0.0586 
Nova Scotia 0.0496 0.0048 0.0614 
Ontario 0.0578 OG. 012 020772 
de) Oar 0.0534 0.0044 0.0644 
Quebec 0.0982 0.00085 0.0786 
Northwest Territories 0.032 0.0026 0.0504 
Yukon 0.0408 0.0042 0.0516 


Source: 1986 Green Book 
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Excluding Quebec for the reasons stated above, the 
hignest trequency ol. claims stor thigd party liability is 
found in Ontario and Newfoundland with a claims frequency 
Ol DaLosoweluloeOlmaveravem 5.76 “Cars. out of 4 /-hundred 
Peetslon) amclaim: £Or, third parry” liability -each year, 
Similarly, for personal accident benefits the highest fre- 
quency 1s an Ontario at Ta2%...For\collision,. the, highest 
frequency is in Quebec (7.86%) and Alberta (7.82%), Ontar- 
10 is third at 7.72%. The lowest frequency of claims is 
found in the Northwest Territories and then in the Yukon 
withbelaims frequencies por 43727790 5267,,. 5.04% and *4.08%, 
0.42%, 5.164 respectively for third party, personal acci- 
dent and collision. Figures 3A and 3B give the time 
pattern of the claims frequency for the provinces (exclud- 
ing Quebec). These indicate no clear trend in the claim 
frequency. 


If all claims cost the same, then logically we would 
expect premiums to be, on average, highest in Ontario, 
Alberta and Quebec, lowest in the Northwest Territories 
and the Yukon and somewhere in between for Nova Scotia, 
New Brunwsick, Newfoundland and Prince Edward Island. The 
claims cost shown in Figure 4 indicate that they are not 
the same in all provinces. 


Ontario has the highest claims cost for third party 
liability with a 1982-1986 average claim cost of $4,126; 
the only other jurisdictions that come close are the 
Northwest Territories and the Yukon with average claims 
cost of $3,640 and $3,081 respectively. Note that 
Quebec's low average cost of $1,147, as previously men- 
tioned, is the reverse of its high claims frequency since 
the figure includes own property damage. Ontario also has 
the highest claims cost for personal accident benefits ex- 
cept for Quebec. Moreover, Quebec's claims cost is unre- 
presentative, since only four claims were registered in 
1986. In contrast, Ontario's average claims cost for 
collision insurance at $1,320.40 is the lowest of all pro- 
vinces. 


The interpretation of these basic statistics is quite 
straightforward. Ontario has a relatively large number of 
accidents, as reflected in the claims frequency. However, 
the costs of meeting claims for collision, i.e., repairing 
cars, etc., after the deductible is relatively low. Where 
Ontario has problems is in third party liability and per- 
sonal accident coverage, both of which have relatively 
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high claims costs. If we put the claim frequency together 
with the average claim cost, we get the pure premiums as 
shown in Table 5A and Table 5B respectively. 


TABLE 5A 


ClacmSacostoa(s,) 
(Average 1982-86) 


Accident 
Third sParey Benefits Collision 
Alberta 2647 1415 1425 
New Brunswick 2629 1700 1955 
Newfoundland Zoe 1045 2284 
Nova Scotia 2434 TAOS 1834 
Ontario 4126 2242 L320 
PEE. 2343 1625 1699 
Quebec ita 3520 1794 
Northwest Territories 3640 2242 Ae tay 
Yukon 3081 1870 2392 


Source: 1986 Green Book 


Ontario's pure premium for third party liability is 
6238. i, (S27. tor, acciaent penetits and SIO1.8 for eolHis 
sion. The pure premium for collision is lower than for 
the other jurisdictions and the personal accident pure 
premium is small. This means that when we construct an 
average pure premium consisting of coverage for third par- 
ty liability, personal accident and collision, Ontario's 
average of $366.9 is $89.3 more than for the next highest 
province. 


Moreover, while it is appropriate to calculate average 
claim frequencies because no trend seems to be evident, 
the claims costs themselves have not been stationary. 
Figure 6 provides the trend in claims costs for Ontario 
from 1982-1986. Clearly, the cost of settling third party 
liability claims has risen much faster than for claims for 
personal accident benefits or collision. Over the five 
year period, third party liability claims costs in Ontario 
have grown by 70%, personal accident benefit costs by 
27.1% and collision costs by 38.3%. Hence, in Table 5B 
the 1986 pure premium is in excess of the average for 
1982-86 for all jurisdictions, except for the Northwest 
Territories. For Ontario the 1986 pure premium is $442.1, 
which is $110 higher than for the next highest province. 
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Pure premiums, it should be reiterated, are not what 
the policies should cost. They do not include any expens- 
es allocated or incurred, or investment income, and no 
allowance is made for changes in the quality of the risks 
over time. However, they do indicate that the basic 
building blocks for determining the level of insurance 
premiums should vary across the different provinces. Some 
of the differences in claims frequency and claims costs 
are just statistical differences due to particular exper- 
lence and should be ignored, since they do not reflect 
expected values. However, what cannot be ignored is that 
the overall pure premium for Ontario is substantially 
higher than for any other province. Moreover, this dif- 
ference is not caused by claims frequency or the cost of 
repairing the vehicle owned by the policyholder, but by 
the cost of meeting third party claims for bodily IR 
and property damage. 





C. Operating Expenses 


After claims costs the second major cost component for 
a casualty insurance company is its operating costs. Each 
year the Insurance Bureau of Canada collects data from the 
major insurance companies in Canada that in aggregate 
write about 95% of total “premium income. This data is 
then circulated to interested parties on an aggregated 
basis. The aggregate data for 1985 is shown in Table 6. 


Two key points are important. First, the data con- 
sists of both variable and fixed costs, for example com- 
missions and taxes are largely variable costs while 
licence fees and other operating costs are largely fixed. 
Second, rather than the classic distinction between vari- 
able and fixed costs, the industry distinguishes between 
claims adjustment costs and general expenses. This @dis 
because the adjustment costs are directly associated with 
the settlement of claims on behalf of policyholders, while 
general expenses are the costs of maintaining the opera- 
tion that are not returned directly to the policyholder. 


Although, arguably, this difference is one of seman- 
tics, since the general expenses are required to service 
the policyholder just as much as the adjusting costs, 
"'politically' a low general expense ratio has been used to 
impute 'efficiency'. 


All Canada Expense Ratios 
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TABLE 6 


All Companies 1985 


Personal 
Commissions 20.6 
Taxes 38 


Licences & Fees 0.5 

Other Operating 

Expenses eS 
Total 36.8 


Internal Claims 
Adjustment 585 


External Claims 
Adjustment B56 


TetalyClaams 
Adjustment Te 


Property 


19219 


Auto 


lslsea 


2 ae 


Other 


LBZ 


Zuo 


0.4 


Tota. 


5.36 


370 


Source: IBC. Expense Allocation Program Results, 1985 


146 


We will talk more about the components of these costs 
shortly, but the first important observation from Table 6 
is that the expense ratio based on net premiums earned 
differs across different segments of the insurance indus- 
try. Personal lines coverage, for example, has a general 
expense ratio of 36.8% and a claims adjustment ratio of 
9.3%, whereas the automobile general expense ratio is only 
254 and its claims adjustment ratio 11.2%. 


This realization that expense ratios differ across 
different types of insurance lines causes problems in 
analyzing pure automobile expense ratios. This is because 
there are very few pure automobile insurance companies and 
aS a result company expense ratios will reflect the 
Particular product\ mix’ om thewcompanyn \ “That 1s .).a company 
writing 50% personal lines coverage, 30% other property 
and 20% automobile coverage should have a different 
expense ratio than a 100% automobile insurance company. 
As a result, the only expense ratio data for pure 
automobile coverage is that provided by the IBC in its 
annual summary, which unfortunately does not allow us to 
directly examine the relationship between the size of the 
company and the behaviour of the expense ratio. 


A second implication of Table» 6 as that the overall? 
expense ratio for automobile coverage is the lowest of the 
four major lines at 36.2%, compared to 46.1% for personal 
lines, 45.9% for other property and 46.5% for other cover- 
age. Moreover, the automobile coverage has the highest 
relative mix of claims adjustment costs to general ex- 
Penses at’ 0745 (that issLls 2%/25%) whereas the other™lines 
were 0.25, 0.18 and 0.45 for personal, property and other 
respectively. The interpretation is that not only is the 
overall expense ratio lowest for automobile coverage, but 
no other line has a higher proportionate payout in direct 
claims adjustment costs. 


Figures 7A and 7B give the trend in the auto claims 
adjustment ratio and the general expense ratio since 1981 
Por) Ontario and \Canada/as* al whole’, As expected, the 
ratios are relatively stable. The claims adjustment ratio 
has come down slightly over time from 11.8% in 1981 to 
Pee ator Ontario andwProm™. i. 3% dim 198loLto ali oe Tor 
Canada as a whole. In contrast, the general expense ratio 
has remained reasonably constant averaging 25.1% for 
Pile ar1.oO “and 252.5% “tor fGanada, tas fa whole. Overall, the 
expense ratios appear to be slightly lower in Ontario than 
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Canada as a whole, a result that would be even stronger if 
we could back out Ontario's results from the Canada-wide 
results to get a 'rest of Canada' ratio. Given the recent 
trend, reasonable expense ratios for Ontario would seem to 
be 11.2% and 24.5% for the claims adjustment and general 
expense ratios respectively. We will discuss briefly in 
an appendix whether or not the general expense ratio 
varies with the scale of the firm. 


In Table 7 we have the breakdown of the general ex- 
pense ratio for Ontario in 1985. On average, servicing 
the agency network and acquiring policies cost 17.5% on a 
pully) attributable cost’ basis,.settling. and processing 
claims internally 6.4%, settling and adjusting costs ex- 
ternally 4.8% and underwriting and policy processing 6.8%. 
However, these expense ratios include an allocation of 4% 
for general administration and also 0.9% for home office 
overhead. This allocation is essentially arbitrary, since 
by definition fixed costs cannot be allocated directly to 
individual cost centres. However, the total amount in- 
volved is small relative to the total expense ratio of 
epee ss 


Table 8 gives the expense ratio breakdown for the 
other provinces. Overall it <appears | that. the. total 
expense ratio is around 36% except for Quebec, Manitoba 
and Saskatchewan and Nova Scotia. Manitoba and Saskatch- 
ewan will be discussed later, since the ratios here, as 
for B.C., cover extra coverage provided by private insur- 
ers and not the results for the public insurers. It is 
hard, as a result, not to believe that the general expense 
ratio for the automobile insurers in the different prov- 
inces is basically the same, with differences due to ran- 
dom changes in net premiums earned and the lumpiness of 
some types of costs from one year to another. 


Within the overall expense ratio, there are some dif- 
ferences between the general expense ratio and the claims 
adjustment ratio across the provinces. Ontario, for ex- 
ample, seems to have a slightly higher claims adjustment 
ratio and a slightly lower general expense ratio. In con- 
trast, B.C., Manitoba and Saskatchewan have the lowest 
adjustment cost ratios and a relatively high general ex- 
pense ratio. However, given the essentially arbitrary 
nature by which the fixed costs have been allocated, very 
little can be made of these differences, especially in 
view of the similarity of the overall expense ratio. 


149 


TABLE 7 


1985 Ontario Automobile Expense Ratios 


Underwriting 
Agency and Settlement and Policy General 


Acquisition Processing Processing Admin'n. 


Commissions Lal 5 
Taxes BO 


Licences and 
Assessments OF 1 OZ Oi 


Salaries and 


Benefits Ys 3.4 2 a6 
Rent, Taxes 

and Upkeep Ore Oe: 0.4 0.4 
Printing and 

Stationery Oneal Oral 0% 2 O22 
Home Office 

Expense Oc] eZ OZ Oi: 
Aircomand 

Travel Oe OFS (Ones Cal 
All Other 

Expenses Cpe ae 1.4 ein ©) 
Total 1626 oe 4.9 4.0 
Overhead 

Allocation 0.8 Mee 1.9 
Total. Internal F745 6.4 6.8 
External 

Adjustment 4.8 
Total CU laimns. Cost tl pees 


Source: IBC. Expense Allocation Program Results, 1985 
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TABLE 8 


1985 Provincial Expense Ratios 


Underwrit'g Claims 
Agency Policy Settlement External 
Acquisit'n Process'g & Process'g Adjustm't Total 


Quebec 17.9 8.6 Pel: 4.6 38.3 
Ontario Theo 6.8 6.4 4.8 Silage 
Manitoba/ 

Saskatchewan 21.4 9.1 6.9 Ded 40.1 
Alberta 16.8 reo 6.8 3.8 34.9 
Newfoundland 17.6 745 6.3 55D 36.9 
Rael. 16.6 J28 5.8 4.9 BD 
Nova Scotia 18.6 8.2 651 ans 38.2 
New Brunswick 17.5 LA 6.4 4.7 36.0 
British 

Columbia 18.0 9.4 aed Bae Sey 
Yukon & N.W. 

Territories lhoia! 7.9 5.6 6.4 3520) 
Average 36.6 
Standard 

Deviation 1.8 


Source: IBC. Expense Allocation Program Results, 1985. 
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D. Investment Income 


The final component of the underwriting results is the 
allocation of investment income. As the model of Chapter 
II showed, the correct amount of investment income to 
allocate to the underwriting results is the product of two 
factors: the amount of free investment dollars per dollar 
of premium income (what we previously labelled y) and the 
risk-free interest rate. . The reason for the former is 
that every dollar of premium income automatically gives 
rise to funds which can be invested prior to the final 
settlement of all claims. The reason for the latter 1s 
that in aggregate the return from casualty insurance is 
largely 'unsystematic' and not priced in security markets. 
Hence, the funds that are invested prior to the settlement 
of claims should earn the risk-free interest rate. 


This latter treatment of investment income is very 
important. Implicitly, the argument is that the policy- 
holders are entitled to a return on the use of their funds 
prior to claims settlement, and that competition amongst 
insurance companies will ensure that they receive it. The 
result is to treat casualty insurance companies as invest- 
ment companies with access to risk-free borrowing from 
policyholders, with competition forcing them to pay the 
risk-free rate on this borrowing. In Table 9 we have the 
aggregate balance sheet data for all Canadian casualty 
insurers for 1985. This total may include a small amount 
of non-Canadian business, but this is unlikely to affect 
the ratios that we are interested in. In order to divide 
all the amounts into the aggregate totals that are of in- 
terest we need to make some assumptions. For our purpos-— 
es, we include the reserves required by the Federal Super- 
intendent of Insurance's office as common equity. These 
reserves against non-admitted assets, certain investments 
and foreign exchange and unregistered reinsurance repre- 
sent a part of equity that is specifically allocated as a 
reserve against certain contingencies. However, the funds 
have still been provided by the stockholders and are in- 
vested on their behalf. Similarly, contingency reserves 
and deferred income taxes are included in equity. As a 
result, for 1985, 'free' liabilities represented 74.46% of 
total assets and equity 25.54%. 


On the investment side the following accounts are 
classified as investments: term deposits, bonds, mort- 
gages, loans, preferred shares, common shares, real 
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TABLE 9 


Cambined Balance Sheet: Canadian Casualty Insurers 


Cash* 


Premiums Receivable* 
Due from Subsidiaries* 
Investment Revenue Due 
Other Receivables* 


Term Deposits 
Bonds 

Mortgage Loans 
Preferred Shares 


Camon Shares 
Real Estate 
Other Investments 
Investments in 
Subsidiaries* 
Deferred Policy 
Acquisition* 
Other Assets* 


Total Assets 


Source: 


PAW few 
805.0 
164.4 
142.7 
390.0 
801.9 
4,837.0 
B2Z069 
850.8 


1,020.5 
343 .3 
18.1 
210.9 
421.3 


140.8 


10,684.8 


*Assumed Insurance Assets 


SMillions 


Accounts Payable 815.6 
Unpaid Claims 4,420.8 
Unearned Premiums 2, 00369 
Unearned Commissions Se/ 
Other Policy Premiums 49.7 
Other Liabilities 82.6 


Total Liabilities 7,996.3 


Deferred Incame Taxes 29.3 
Reserves for Non-Admitted 

Assets 200.0 
Reserves for Investments fied 
Reserves for Reinsurance 122.8 
Total Reserves 349 2 
Capital Stock 1,083.3 
Farned Surplus 1,222.9 
Contingency Reserves 43.9 
Total Liabilities 10,684.8 


Federal Superintendent of Insurance 1985. 
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estate, other investments and investment revenue due and 
accrued. All other accounts are classified as necessary 
'insurance' accounts. That is, they are essentially non- 
interest bearing accounts that are required as a result of 
doing business as an insurance company. The only contro- 
versial account is cash, which is obviously required to 
function as an insurance company, but also exists for a 
pure investment company, since 100% full investment in 
securities is in practice impossible to achieve. Cash in 
our tables is classified as an insurance account, which in 
total aggregate to 21.99% of total assets. Since 74.46% 
of total liabilities are free and 21.99% of those liabili- 
ties are invested in mnon-interest bearing insurance 
assets, net free liabilities available for investment pur- 
poses are 52.47% of total assets. 


For 1985 total net premiums earned were $5,115 mil- 
lion, which means that the 'sales turnover ratio' for the 
industry as a whole was 0.48, that is, each dollar *of 
assets generated on average 48 cents in net premiums 
earned. If we divide the net free liability ratio by the 
sales turnover ratio, we get the net free liabilities per 
dollar of net premiums earned, which in 1985 was 1.096. 
This ratio of 1.096 means that on average every net pre- 
mium dollar earned provided the casualty insurer with 
$).,096 in.free liabilities.that ,could, be invested.to earn 
investment income. The reason for the number being great- 
er than one is that the policy will likely be closed out 
several years in the future, when all claims will be fin- 
ally settled. 


Table 10 gives the breakdown of the free liability 
ratio, the met insurance. assets ratio, the net free 
liability.» ratio,...the..turnover, ratio, uand )-the.neb free 
liability per dollar of premium earned ratio for Canadian, 
British and foreign insurance companies for 1981-85. Note 
that the ratios are significantly different across the 
different types of insurance companies, mainly because of 
the differences in the types of insurance written. Brit- 
ish insurance companies, for example, are much more heav- 
ily exposed to reinsurance and marine insurance, which 
results in a smaller proportion of insurance assets and as 
a result, a larger proportion of investment assets. In 
contrast, Canadian insurers are more exposed to automobile 
insurance with its higher claims ratio and thus larger 
proportion of free liabilities (i.e., more reserves for 
future claims settlement). 
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TABLE 10 


Investment Incame Results 


A. Canadian Companies 


Free Liability Ratio(%) 
Insurance Asset Ratio(%) 

Net Free Liability Ratio(%) 
Turnover Ratio 

Net Free Liability Per 
Dollar of Premium Earned 


B. British Companies 


Free Liability Ratio(%) 
Insurance Asset Ratio(%) 

Net Free Liability Ratio(%) 
Turnover Ratio 

Net Free Liability Per 
Dollar of Premium Earned 


C, Foreign Companies 


Free Liability Ratio(%) 
Insurance Asset Ratio(%) 

Net Free Liability Ratio(%) 
Turnover Ratio 

Net Free Liability Per 
Dollar of Premium Earned 


Source: 


1985 1984 1983. 1982 1981 
(ae he 12. Ou Zand Yas 
Poe Oeycel, Aal9es 2a k 2ho 
5259 SOTO mel, 94% AD4 250.6 
0743 Be OmOansO25) hOsss i aOsd1 
170968 21, 0394 1.023 03936 802989 
pore® Cola 63t9 T0138 W306 
LIROMP Sehr SO TDF ol OES 70 
AO 250) OBIT Wi5on8's | Ot 
OLSOveO. Sh ae090n 0765.00.59 
GO. 396, SESO2Z5G10), 9259802015 wi. 0 
GIR 2085/20) 985/25 ORS SOs S80 
LOM OLBIS <O.Siae Ota ao 
50.8 48.2 47.7 48.0 49.8 
OST) TOYS 7EvnO.B8 - AO 39NIN0,35 
PCG UU Sa AOL 4 ae 42 


1985 Federal Superintendent's Report. 
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The overall 1985 average of the free liabilities per 
dollar of net premium earned, calculated by using net pre- 
miums earned as the weights, is 1.14. This is a reason- 
able proxy to use for automobile insurance, since reliable 
balance sheet ratios are not available for any 'pure' 
automobile insurers. The investment return on these 'free 
liabilities! is the risk-free rate of interest. Since the 
liabilities will exist as long as the insurer stays in 
business, the appropriate rate is the yield on a perpetual 
Government of Canada bond. Unfortunately, there are no 
perpetuities issued by the Government of Canada; instead 
we use the average rate on over 10 year Government of Can- 
ada bonds published in the Bank of Canada Review. For 1985 
this rate averaged 11.11%, which means that the product of 
this rate and the net free liabilities per dollar of pre- 
mium earned, 12.67%, is the investment return which should 
be allocated to the underwriting results of a tax-free 
insurance firm for 1985. 


This procedure is repeated for each year back to 1981 
in Table 1l. Note that there are some minor changes in 
the free liabilities ratio from year to year, as we would 
expect, since all of the asset and liability accounts will 
not change equally with net premiums earned. Clearly, 
however, the 'steady state' is in excess of one. Similar- 
ly, the financial markets have been noticeably unstable 
since the late 1970s, so that the yield on long Canada's 
has varied quite considerably. As a result, the invest- 
ment income that should be added to the underwriting 
results of a tax-free firm varies from a low of 12.06% in 
1983 to a high of 16.83%. in 1981. 


To adjust the above results for a car insurance firm 
paying corporate income taxes, we use the model developed 
in equation (17). However, we have no way of estimating 
the appropriate tax rate to apply to an insurance firm's 
automobile operations. Therefore, we use the Department 
of Finance's estimate (Tax Reform 1987: Lower Rates Fair- 
er System, June 18, 1987) for financial institutions and 
insurance companies of about 15%. Hence in Table ll, row 
four gives the grossed-up investment income per dollar of 
NEE at br GA 1 td) Sor HOW yuFiwver: chheesibasecetiact she rin 
(-((l+ya)/a)rt)/(1-t) and the final row the total invest- 
ment income contribution for a private insurance firm pay- 
ing taxes at 15%. 
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TABLE 11 


Investment Income to Allocate To Underwriting 
1985 1984 1983 1982 1981 


Free Liabilities 
Per Dollar sof) NOPE. lhe Sle L226 Toy is OF Te 


+10 Year Canada Bonds th a eV A 2a 1 Oye lee soba 51 503 
Investment Income (no 

tax) rer Dollar of 

N@PSE. (2) T2622 P40 2s, OGi4 14.5 ON LG: 83 


Investment Income (tax) 
Per DollarYofVN. PvE: 


(%) a One TAGs * DA eae 7 S06, 20.973 
Tax Effect =LUCIME=3 BS 2893), fSosarsor —3..91 
Total L20022 91 386 2 W260 LSesth 15% 89 


N.P.E. = Net Premiums Earned 
ES Overall” Results 


sections 11?PCa) Witi(c) and TPDPCd) “Haveeeal culated ‘the 
key ratios needed to analyze the profitability of under- 
writing since 1981 and Section III(b) the general level of 
those premiums. In Table 12 we put all of these results 
together and analyze the profitability of general casualty 
underwriting for Canadian, British and foreign insurance 
companies. Again, because of the differing product mixes 
the claims, expense and free liability ratios will differ 
across the three subgroups of casualty insurers. Clearly, 
however, 1985 was a bad underwriting year, since the real 
profitability was negative for all three subcategories of 
insurers, ranging from a loss of 7.1 cents per premium 
dollar for British companies down to 4.6 cents per premium 
dollar for Canadian companies. However, in earlier years 
underwriting was mostly profitable. Over the entire five 
year period average profits were -l.l cents, 4.2 cents, 
and 2.3 cents for Canadian, British and foreign insurers 
respectively. 


boy 


However, interesting though the overall results are, 
what is the main interest is the position of the automo- 
bile insurers in Ontario. This we can estimate by putting 
together the previous claims and expense ratios for Ontar- 
io automobile insurers with our overall average investment 
ratio. This data is in the bottom part of Table 12. This 
shows a dramatically different picture than the previous 
overall, profitability picture, with, profitspan 1 gsleot, be 
cents per premium dollar, declining almost annually to 
losses of 13 cents! per premium dollar in 1985. This data 
is indicative only of underlying automobile insurance pro- 
fitability, since as the corporate tax rate increases, 
this already gloomy picture gets even worse, 


Table 12 also allows us to interpret how these losses 
have developed. In 1981-2 substantial investment income 
was earned because of high nominal interest rates and the 
attraction of enhancing investment income by writing more 
policies. Plausibly, the attractive investment income led 
to competition for premium dollars that kept policy rates 
down. However, as rates came under competitive pressure 
the claims ratio continued to rise, mostly as we have seen 
due to dramatically higher claims for third party liabil- 
ity for bodily injury and property damage. The "lid came 
off the pot" with the parallel lowering of nominal inter- 
est rates and the consequent decline in the contribution 
from investment income. This double conjunction of lower- 
ing investment income and a rising claims ratio inevitably 
led to a need to increase premiums. However, it appears 
that after premiums were cut during the high nominal 
interest rate period, they were not subsequently increased 
fast enough to compensate for both the increasing claims 
ratio and the decline in investment income. Note that 
throughout this period the expense ratio was reasonably 
constant and played no role in the competitive squeezing 
and subsequent expanding of automobile insurance rates. 
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TABLE 12 


Underwriting Profitability 


Canadian 1985 1984 1983 1982 1981 
Claims Ratio 808 - fo A AB", B25 845 
Expense Ratio obs 348 334 meLels: «386 
Investment Income $/NPE .115 ~124 . 108 Vive . 140 
Underwriting Results -.046 = ORE; ROAZ: ps0? Tur. O04 
Bratash 

Claims Ratio . 800 686 4592 692 3/39 
Expense Ratio .858 $336 “350 e356 AO 
Investment Income $/NPE .093 OP a 098. 23 alkene 
Underwriting Results =. Ove 3673 141 064 003 
Foreign 

Claims Ratio e852 okie 742 wh B Mol hs, 
Expense Ratio 344 aslo Pi R332 314 
Investment Income $/NPE .145 2159 233 RSA, 204 
Underwriting Results -.054 038 074 O41] 2015 


Automobile Insurance 


Claims Ratio tO, s9a2 839 ~ 305 845 
Expense Ratio 243 R259 225 242 ~ 246 
Investment Income $/NPE .120 nla s@le1:3 ob33 159 
Underwritng Results a 129" 22079 024 086 068 


NOTE: Claims ratio includes all claims adjusting expenses. 


Source: Calculated and Federal Superintendent's 1985 
report. 
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APPENDIX: ECONOMIES OF SCALE IN UNDERWRITING 


The cost function for a casualty insurer was repre- 
sented in Section II(A) as 


C = LP+vP+F A(1) 


where L and v were the Loss (claims) ratio and variable 
costs respectively, F the fixed costs and P the net pre- 
miums earned. No distinction at that time was made 
between short and long run costs. Clearly, if A(l) is a 
short run cost function, then average cost can be repre- 
sented by dividing A(1) through by P, l.e. 


C/P = Lt+v+F/P A(2) 


in which case average cost decreases with the net premiums 
earned and marginal cost (Ltv) is below average cost. 


The cost function in A(1) may be representative in the 
short run, but in the long run even fixed costs are var- 
iable. As a result, with the increased net premiums 
earned, i.e., an increase in scale, firms will tend to 
increase their fixed costs since they find that they can- 
not continue to operate at a higher level of business with 
the same staff, buildings and support equipment. 


This is illustrated in figure Al. Initially, the firm 
may be writing P) in policies with average cost LRAC which 
is the long run average cost. In the short run, the firm 
may be able to expand operations to Po, increasing its 
short run costs to SRAC,, as it pays overtime wages etc. 
However, as the strain of operating on limited resources 
begins to have effect the firm will expand its support 
staff thus increasing its fixed costs, reducing its vari- 
able. costs ‘and shifting its, short run <verage cost curve 
to the right. In our example, we have assumed constant 
long run average cost, so that the SRAC shifts to the 
right until Gt intersects the ERAC Jat ©5. The reverse 
happens if a firm reduces output. Its short run average 
cost increases to SRAC,, but over time it will slim down 
and reorganize, thus driving down its fixed costs and 
shifting the SRAC to the left until it too is producing at 
the assumed LRAC. 


The result of this sort of model is that when we 
observe average costs we will observe long run average 
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cost plus an increase or decrease depending upon whether 
the firm is expanding or reducing output. lt. tong. tun 
average costs are constant, which means constant returns 
to scale, then we will observe the long run average cost 
plus random error, and this LRAC will be unrelated to 
scale. 


This gives us a testable hypothesis: is average cost 
related to scale? In the case of casualty insurance com- 
panies it is clear that the claims ratio is independent of 
scale, what is left is the expense ratio which includes 
short run variable costs such as commissions and premium 
taxes and short run fixed costs such as training, office 
expenditures, support personnel, etc. Since we do not 
have pure automobile insurance results, we have to use the 
overall results, which reflect the particular product mix 
of individual companies. 


If we use the 1985 report of the Federal Superinten- 
dent of Insurance, we find for the 93 Canadian companies 
that 


y = 42.28 - 0.0000485 NPE (Al) 
(26.48) (2.93) 
R2= 7.6% n = 93 


where y is the expense ratio and NPE is net premiums 
earned and the numbers in parentheses are the t statis- 
tics. This appears to imply that as the scale: increases 
i.e., higher levels of net premium earned, then the 
expense ratio declines, since the slope coefficient is 
negative and significant at the 5% level. 


The problem with the above regression results is model 
mis-specification, since the expense ratio is found as 
total expenses divided by net premiums earned. Hence, net 
premiums earned appears as part of the dependent variable 
as well as the independent variable. That is, the equa- 
tion is really 


Y/NPE = a + B NPE 
where Y is now total expenses. Obviously, as NPE increas- 


es you could introduce spurious negative correlation into 
the regression. 
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An alternative regression is to use total expenses as 
the dependent variable. The problem is then that the 
errors are no longer distributed multivariate normal. The 
larger firms will have greater deviations from the model, 
a problem known in econometrics as heteroskedasticity. To 
correct for this, we run the regression Y=atBNPE by divid- 
ing both sides by NPE to get homoskedastic error terms. 
The results of this regression 


y = a/NPE+B (A2) 
are 
Se aN eps ey 
(ER02 9) NEED 16030007) 
R2 = 27.8% n = 93 


However, there is no reason to believe that the underlying 
cost function is linear. It could equally be that y=a+fB 
NPE+yNPE“~ indicating that total expenses increase or 
decrease more than proportionately with scale. If we cor- 
rect this model for heteroskedasticity we get the results 


Vaart ea jo one =05)NPE i210", 
(28.89) (25 . 669) (. 35) ET (A3) 


Roma eo 7 ener O38 


which is a better fit than the first model and indicates 
that the marginal expense ratio is 40.475-0.000076NPE, 
which falls with increases in net premiums earned. 


The results of these simple tests would indicate the 
existence of economies of scale. However, we know from 
the Insurance Bureau of Canada's expense report data that 
expense ratios differ across different lines of insurance. 
Hence, the above scale effects could be due to a change in 
the composition of insurance as a company gets bigger. To 
test for this a simple regression of the percent of busi- 
ness coming from automobile insurance against NPE was run 
with the following results 


AUCO 2.436..65 «h 7.4608(D-05) NRE (A4) 
ROO ) C2 aalo7) 


R? = 3.85% n 2193 


163 


which indicates that larger firms do have a higher propor- 
tion of automobile business and thus would tend to have 
lower expense ratios not because they are bigger, but 
because they do different kinds of business. 


To remove this composition effect, the percentage of 
automobile business was included as an additional explana- 
tory variable in our A3 regression with the following 
result 


1 1 - 0.000246NPE-0.173(Auto 4) 
MONDE amy tel 8h) (-4.42) 


Note that the explanatory power improves yet again, but 
that the NPE term is now barely significant, since it 
fails the normal two tail significance level of 54. If we 
drop NPE as an explanatory variable we get 


if 1746 Ont aie 35 Stas ry oltaiy Onek8 97, CAutOL.) (A6) 
(2%. 35)5 66 981) NPR en 4.9d) 


Re = 99.5) 9 = 93 


which has basically the same explanatory power as model 
A5. 


In Figure Al, we graph the regression models A3, A5 
and A6. The aot A: are labelled A, B and C faspectivalsy, 


Clearly, the models have different implications for 
the existence of economies of scale. Model A indicates 
quite large scale economies, mainly because large firms 
have more auto business, that in turn results in lower 
expenses. When this factor is eliminated the scale econ- 
omies are not so substantial. However, by removing the 
term involving NPE, although the regression model has al- 
most the same explanatory power, the scale economies dis- 
appear. 


The overall conclusion from examining this sample of 
firms is that the tests for scale economies are not con- 
clusive. Given the different sizes of the firms, there is 
a substantial danger of mis-specifying the model and gen- 
erating spurious results. When these problems are addres-— 
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sed it appears that a model indicating the absence of 
scale economies has almost the same explanatory power 
(42.5%) as one that indicates the existence of scale econ- 
omies (43.9%). Hence, the overall evidence is that the 
main determinate of expense ratios is the composition of a 
firm's business rather than the absolute size of the com- 


pany. 
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IV. PRIVATE SECTOR RATE MAKING 


A. Theoretical Background 


We have seen in the model developed in Chapter II that 
the average cost of a premium is Ltv+F/P, where L and v 
are the loss ratio and variable cost respectively and F/P 
is the fixed cost per dollar of net premiums earned. 
Moreover, by examining general expenses we showed that 
v+F/P was essentially a constant and independent of the 
scale of the firm. Since the firm has little control over 
its investment income, this leaves LP the pure premium, as 
the crucial competitive variable. However, firms do not 
compete on the basis of average risk. 


Suppose Royal Insurance, for example, decided that 
average risk warranted an average pure premium of $300, 
but that Co-operators could divide risks more accurately 
into a high risk group that warranted a pure premium of 
$400 and a lower risk group that warranted a pure premium 
of $200. In this situation, Co-operators would be able to 
sell car insurance to the low risk group at $200, but not 
to the high risk group at $400. The reason being that 
once identified by Co-operators as high risk, this group 
would just go to the Royal and get coverage at $300, based 
upon the Royal's average classification of all risks. 


Over time, the car insurance market would be allocated 
COusthe; two. firmsenwith thegdlowsrisk proup..coing, to.,Co- 
operators at $200 and being charged according to their 
risk, and the high risk group going to the Royal where 
they would be getting bargain insurance. Co-operators 
would be financially viable, since on average it is pric- 
ing its insurance fairly relative to its claims costs. 
However, the Royal would lose money since it is pricing on 
the basis of an average risk car insurance portfolio that 
in fact consists of all the high risks, since all the low 
risks have gone to Co-operators. 


This example illustrates a fundamental tenet of a com- 
petitive industry: cross-subsidization of expensive ser- 
vices by charging more for cheaper services cannot sur- 
vive. The firm that cross-subsidizes will lose all of its 
'cheap' business, since it is overcharging its customers, 
and they will go elsewhere. The principle is as true for 
car insurance as it is for telecommunications, where the 
CRTC refused to allow CNCP to compete for Bell Canada's 
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long-distance business on the grounds that competition 
would lower rates causing Bell Canada to lose the revenues 
required to subsidize local telephone service. 


Once we recognize the competitive reasons for defining 
risks as accurately as possible, we can understand why no 
private car insurance company can offer an average rate 
for an average risk to enforce cross-subsidization. It 
also explains why the rate structure for private firms is 
so complex and why only public monopoly car insurers can 
have a simple rate structure that embodies cross-subsidiz- 
ation. Conversely, it also explains why public car insur- 
ers will not allow private competition, since in these 
circumstances the private insurers, like Co-operators in 
our example, will ‘cream the market' and only take the 
good risks leaving the public insurer, like the Royal in 
our previous example, with all the bad risks. 


B? Pure Premium Classes (loss costs) 


Having established the reasons for the complex system 
of rate classification, it remains to look at the actual 
structure of pure premiums according to existing industry 
practice. Here, it is important to point out that all we 
can do is look at existing classes, since information is 
only available for those classes. The information gather- 
ed according to the new statistical plan, starting in Jan- 
uary 1985, is not yet available and more years of exper- 
jence are required before valid inferences can be made 
from the data. 


The highest aggregated pure premium is the Canada-wide 
data (excluding the public plans) already discussed in 
Section II6. There we pointed out that for 1985 the pure 
premium for passenger cars for Ontario was $442.06 for an 
'average' policy in 1986, whereas for the rest of Canada 
it was only $278.49. Clearly, here we have a basis for 
differentiating rates. Each policy written in Ontario 
will have, on average, a higher claims cost of $164. 
Hence, private insurance companies have to differentiate 
rates across provinces, otherwise pure Newfoundland car 
insurance companies could undercut national insurance com- 
pany rates that were pricing on the basis of an average 
national risk. 


Drawing a difference between the treatment of things 
or people (Websters) or discrimination seems acceptable on 
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the basis of province. It would be nice (since I live in 
Ontario) if in the interests of national unity the Federal 
government could create one monopoly public car insurance 
company to price on the basis of average risk. This 
cross-subsidization of poor risks by good risks would ben- 
efit, as we will see, even good risks who happen to live 
in Ontario in general and Toronto in particular. However, 
such a national monopoly is impracticable, partly because 
the provincial differences are themselves partly caused by 
differences in provincial regulations (payouts for third 
parry ldabiicivye 6ta.e 


The geographical differences across provinces also 
show up within provinces. Table 13 gives the pure pre- 
miums for private passenger cars for Toronto and North- 
western Ontario, a region that includes Kenora (as well as 
Thunder Bay) as well as Ontario as a whole. For 1986 the 
actual loss cost per car insured, or pure premium, was 
$560.04 in Toronto versus only $293.02 in the Kenora 
region, a difference of $267.02, and over the five year 
period the Toronto region consistently has the highest 
pure premium by a wide margin, except for 1983 when the 
loss cost for third party liability was unusually high. 


This last observation should remind us again that the 
pure premiums are actual losses, not expected losses. 
Hence, as we divide up the rate classification the vari- 
ability in the pure premium will increase as the number of 


cars insured falls. For example, in Toronto 1,260,680 
cars were insured for 1986 (the Green Book uses ‘car 
years') versus only 43,433 for the Kenora region. As a 


result, a particularly expensive accident will have more 
impact on the Kenora figures than the Toronto figures. 
However, when setting rates these differences would be 
adjusted for. 


The implication of the data in Table 13 is that there 
is substantial regional variation in pure premiums within 
Ontario. Car insurance rates set by private companies 
will reflect these differences in expected claims costs. 
Hence, even though it would be difficult to create a 
national public monopoly to cross-subsidize high risk 
drivers, it would be possible to create an Ontario public 
insurance monopoly. This monopoly might wish to treat all 
Ontario drivers '‘'fairly' and not discriminate against 
those drivers that happen to live in Toronto. In this 
case, drivers in Kenora would be subsidizing drivers in 


169 


TABLE 13 


Toronto VS. Kenora Pure Premiums** 


1986 1985 1984 1983 1982 














TORONTO 

Tid Party* 37248 P -S40--007 290-068 ~ 25 Grier 2 oreo 

Accident Benefits 46 705 40.50 36.06 297359 27.09 

Collision bepeSleOLBsOrSsT Pel sesorrrore0os” 2OGrO7 
Total 560704: shi) M3448 e449 SSSR OZ OGG 

KENORA 

Thimd\Party* TAS a? by Pah? Gia rales ote 206" 90491 2486 

Accident Benefits VAS) P4078 al® me TB 22465 16 BS 

Collysi0n W2s S21 PIDs 9 wr abe 59s reO6R25 TekOy 245 
Total ZOSN02 BSO02N4! B12 73 749eess ec 249.12 

ONTARIO 

Third’ Party* 292.674 213 See 236. 76nG 2032290 182-49 

Accident Benefits 32109 29.69 26202 23200 Za ois 

Collision Teo i | beLeo5 99.17 89.07 93.56 
Total BAS 327° 4104 31” 36895 * "S15. 230, BoveelG 











“TrinteuPart py tkaand lity SetorseBodi hyininiury’ wand “ Property 
Damage (BIPD). 


**Private passenger cars excluding farmers. 
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foronto to, the tune of Sllel/2aper car, if all other costs 
were constant and the 1986 loss costs were taken as indi- 
cative of expected costs. Why anybody would want to en- 
force this cross-subsidization is difficult to determine, 
given the relative income levels in Kenora and Toronto. 


Geographic data unfortunately does not allow further 
refinement because of the lack of sufficient numbers in 
each region for each subgroup. Hence, the additional sub- 
groups examined are all for Canada-wide classifications. 
From the differences between Kenora and Toronto, however, 
it should be apparent that traffic density as reflected in 
the number of cars on a particular mile of road is an im- 
portant factorjiin~ determininge® loss "costs wyiThis idistine- 
tion at its broadest is an urban/rural distinction. 


In Table 14 we have the Canada-wide figures for urban 
rural loss costs. Clearly, loss costs are lower in rural 
areas than urban areas. Plausibly, again, a private com- 
pany could cross-subsidize urban drivers by forcing rural 
areas to pay higher premiums than are justified by the 
expected loss costs. However, this merely provides the 
incentive to set up a ‘rural co-operative' to insure its 
members. Indeed, for 1986 the loss cost for Ontario farm- 
ers' private passenger vehicles was only $253.00, which 
was considerably lower than the Ontario average in Table 7 
of $443.32, which excluded farmers. This difference pro- 
vided some of the justification for the existence of farm- 
ers' mutual insurance companies. 


By now the picture should be clear. Car insurance 
companies will continue to discriminate between drivers as 
long as the difference in expected loss costs justifies a 
further subdivision of the rate class, and the insurers 
believe that the difference is statistically significant. 
Otherwise, the insurance company will lose better risks to 
companies that can refine their rate classification. The 
implication of this is that the complex rate structure is 
indicative of a competitive industry, just as the simple 
structure of ICBC, MPIC ‘and SGI “is indicative ‘of la)cnress= 
subsidizing public monopoly. Where the discrimination in 
any rate classification becomes unethical is a moral ques- 
tion. Clearly, any private car insurance company has to 
currently discriminate between Ontario and elsewhere in 
Canada, Toronto and Kenora, farmer and non-farmer and 
urban and rural. Otherwise, they would quickly become 
unprofitable and be forced out of business. Moreover, we 
can get into even more refinements of the rate structure. 
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TABLE 14 


Urban-Rural Pure Premiums 


URBAN 





1986 1985 1984 1983 1982 


Third Party* 2650089 261U8) 223 ¢99e71L99N50G bOGss2 
Accident Benefits 25.93 23.43 30205 18285 16.74 
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*Third Party Liability for Bodily Injury and Property 
Damage (BIPD). 
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In Table 15 is the country-wide urban driving popula- 
tion divided up into five claims-free classifications 
ranging from zero years claims-free driving to over five 
years claims-free driving. Unfortunately, the accident 
benefits average loss cost cannot be so divided up, but 
assuming the same average cost, we get 1986 average loss 
costs of $386.89 for five years and over claims-free driv- 
ing to $802.30 for someone with no years of claims-free 
driving. 


TABLE 15 


Years of Claims-Free Driving and Pure Premiums 


Urban Private Passenger Cars Excluding Farmers 
LOSG brs ORSS erpOs4 i? a9 vi9sGran oyiyl9B2 
BIPD 
5 years 249.36 Zoid, Sol 198.39 172.64 VOIR 5 


3 years 408.21 468./7/ 341.24 B0Z..25 1OD.96 
2 years 414,24 409.33 338)108 336.49 254.06 


1 year Dis joie 7a/ foie Re et BOSTUS ST 2895 176.68 
O year DIZ. 07, De od 438.42 S629 0 CASE 
COLLISION 

5 years Lp60 ONS 157, 92268 85.04 REALO 


3 years s/a/ #50 Ineie Ars gl 141.28 3 TeaG2 eS aro 
2 years 146.01 146.22 126.39 dZsl B20 52342 


1 year LS S089 146.16 Pa 9S 117.34 198.00 
O year 203i.) | 22 236 Hiss £ 124.91 1 52156 
ACC. BEN. 22 3 Pte Bes 20246 es. 25 16.74 
TOTALS 


5 years 386.89 309.02 Sd 276/403 191.24 
3 years 611.64 693,02 Spee 8, HO2eek 316.45 
2 years 5B6.18 578.98 485.25 476.53 B23 22 
l year bie DOZeoy 5165.50 448,64 391,42 
O year B02 es) 7184.10 Oa eo7 NOP seo 482.66 


There are several important implications of this 
elessification “structure, Note that quite frequently 
there is not a nice smooth increase in claims cost as the 
number of years of claims-free driving declines. For 
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example, the over three years of claims-free driving has a 
higher loss cost for collision than the one and two years 
claims-free driving for every year from 1983-1986. The 
reason for this is that the numbers involved in this 
classification are relatively small. Fully, 84.6% of all 
the drivers (private passenger vehicles excluding Quebec 
and farmers) have over five years of BIPD claims-free 
driving. Only 10.45% have three and over, 1.554 two, 
1.75% one and 1.68% zero years of claims-free driving. 


Hence, when we are trying to refine the overall rate 
classification for this claim, which has an average loss 
cost of $431.16 (slightly different from the country-wide 
since it excludes Quebec) we can offer rates that would 
incorporate a $44.27 reduction for the 84.64 of the popu- 
lation who have over five years of claims-free driving, at 
the expense of a $271.4 increase for the 15.4% with less 
than five years of claims-free driving. The problem is 
that the high risk drivers who have such high loss costs 
are such a small proportion of the overall driving popula- 
tion’. Hence, when they are extracted from the driving 
population, even though their loss costs are almost double 
the average, the gain for the rest of the driving popula- 
tion is relatively small (10%). 


This general problem is also seen in the further rate 
classification subdivision where we move more directly to 
discrimination partly based on age, sex and marital status 
along with years of claims-free driving. The general sub- 
classifications are listed in Table 16, but note that some 
of the actual loss cost experience is anomalous, mainly 
because of the relative size of the numbers in each group. 
For example, in 1980 there were only 948 unmarried males 
with no years of claims-free driving in the 23-24 age 
group. This makes some of this data less reliable than 
the loss costs for class Ol with five years of claims free 
driving that had 1,278,448 drivers outside of Quebec ex- 
cluding farmers. 
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TABLE 16 


Private Passenger Classification Descriptions 


CLASS DESCRIPTION 


Principal Operator over 25, No Male Under 25, No Female 
Under 25 Without Driver Training 


Ol Pleasure only, driving less then 16,000 
km, two. .orutewern. draversoalle with vanda> 
cence held for over three years. 


02 Driving to work less than 16 km., two or 
fewer operators. 


03 Over 16 km., driving to work, unmarried 
female occasional driver. Principal oper- 
SCOLLOVELT 25% 
Pleasure and Commute Or Business 


06 Occasional<male driver under 925. 


07 Business use, no male driver under 25. 


Principal Operator Under 25 


08 20 and under married male. 
09 21-24 married male. 

10 under 18 unmarried male. 
Le: 19-20 unmarried male. 

d2 21-22 unmarried male. 

13 23-24 unmarried male. 


Females - Married or Unmarried 
18 20 and under. 
19 21-24. 


Source: 1986 Green Book, pp. 120-121 abridged. 
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In examining Table 17 note that the good risks have 
been further refined. Whereas classifying solely on the 
number of years of claims-free driving resulted in the 
over five years class having a loss cost of $386.89, now 
within that class we find that those in class Ol, i.e., 
pleasure drivers with no one under 25 driving, have a loss 
costimot (S313.79.1.6> Hence, 4. privates insuveritican: offersla 
premium reduction to those drivers and still be profit- 
able: conversely, within the one year claims-free driving 
class, married males as principal operators who were under 
20 had a 1986 loss cost of $3054.81. This number looks 
questionable when compared with class 08 drivers having 
five or more years of claims-free driving and the fact 
that there were only 69 cars insured in this class by pri- 
vate insurers in the whole of Canada, excluding Quebec. 
However, quite clearly classes 08-13, the young male driv- 
er classes had higher loss costs across the board than 
pleasure drivers in class Ol. 


The female young drivers in classes 18 and 19 have 
similarly poor loss cost experience. However, females 
between 21 and 24 had lower loss costs than their married 
or single male counterparts, except for the one year 
claims-free driving category. Hence, private insurers 
would offer a premium discount to females in their young 
driver category if they felt the actual loss costs were 
indicative of expected loss costs. In other words, dis- 
crimination based upon sex for young drivers seems to make 
sense and will inevitably be practised by any competitive 
car insurance company. 


In Figure 8 we have a decision tree that shows some of 
the major refinements in discriminating between good and 
bad risks and the 1986 loss costs that were attached 
to each risk. Clearly, within each class the 1986 loss 
costs vary quite dramatically. Although the 1986 loss 
costs may not be indicative of true expected costs for 
those classes with relatively few cars insured, pooling 
over a number of years indicates that rate discrimination 
based upon age and then a further subdivision among the 
young drivers based upon sex and marital status is justi- 
fied by experienced loss costs. 


It is always a difficult problem for individuals to 
signal that they do not belong to a particular class. It 
is perfectly reasonable to believe that some under 18 year 
olds with no claims-free driving experience are not the 


Major Rate Classification Subgroups: Pure Premiums 


Class 


COLLISION 
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02 
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07 
08 
09 
10 
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Le 
13 
18 
19 
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TOTALS 


5 Years 


Too 
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224. 
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485. 
408. 
334. 
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One. 
17s, 

Je 
147. 
1B/e 
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Zoo 
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Z3G% 
Z00e 
PEO. 
143. 
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TABLE 17 


3 Years 


391% 
426. 
37 On 
bold as 
456. 
768. 
Ol Ss. 


823 


ple 
65i7 


608 


467, 
421. 


LOO. 
ie. 
169. 

4), 
29s 
B00 
247. 
420. 
B310%. 
338% 
213. 
213. 
1207 


D007 
623. 
DO9. 
Ly 6: 
699, 
1092. 
889. 
1208. 
1091. 
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906. 
POSS 
634. 
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95 
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15 
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me 
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SA 
je 
50 


30 
84 
19 
76 
2 


2 Years 


30% 
388. 
340. 
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same bad risk as the average for that class. In the same 
way, some pleasure drivers with five years claims-free 
driving experience have just been extraordinarily lucky 
and really represent poorer risks. However, without any 
other signalling mechanism to indicate that one under 18 
year old male driver is different from another, all have 
to be lumped together. The class as a whole is very 
expensive to insure. 


In Table 18 is the composition of the loss costs for 
under 18 year old single males with no claims-free driving 
and pleasure drivers over 25 with five years claims-free 
driving who drive less than 16,000 km. per year. Note 
that the frequency of claims is much higher for the under 
18 year olds. Overall, almost one in four cars insured in 
class 10 have a claim each year for bodily injury and 
property damage and collision. Indeed, in 1984 half of 
all cars insured in class 100 had a collision claim. In 
contrast, in class 015 only one in twenty had a claim for 
Tapsbacyees(BIPD) ‘and One»wsim fourteen, for,...col]ision. 
Obviously, under 18 year old single males are accident 
prone. Similarly, in 1986 the average claim cost in class 
POOMwaston.c30, for fiaability (BERD) and $1,505 tfonacol- 
lision, whereas for class 015 drivers it was only $4,331 
and $1,416 respectively. Hence, not only are under 18 
year old single males accident prone, but they also have 
more expensive accidents. : 
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TABLE 18 


Composition of Loss Costs For Two Polar Classriitcations 


Claims Eogs? Cost / 
Liability BIRD) Frequency Average Cost Pure Premium 


Class 100: Under 18 years old, single males with 
no claims-free driving 
1984 0.2067 4,648 960.74 
1985 O,2D20 3319 836.38 
1986 0.2393 5,888 1407.10 
Class O15: Pleasure only, under 16,000 km., 
no under 25s 
1984 OF0523 3388 LEZRAY 
1985 0.0541 55.290 205.04 
1986 0.0497 ene 38 ZL 220 
Collision 
Class 100: 
1984 OF52 1,082 1250206 
1985 O2TOS7 1,463 S70 Gs 
1986 0.2034 E2505 445.24 
Class O15: 
1984 0.0703 1,154 Sia 
1985 0.0740 1243 91.98 
1986 0.0684 1,416 96.99 


Collision includes all deductibles except $25 and $50. 
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C. U.S. Experience 


In some of the Canadian classes there is insufficient 
data to be really confident that the loss costs reflect 
expected costs. In contrast, in the United States pooled 
data over 44 states for the most recent years (some ending 
December 1984, others June 1985) is available in Table 19. 
Note that this data is not comparable to Canadian data on 
an absolute basis, since it represents 'all coverages com- 
bined' where the individual coverages differ as well as 
thei piecomposition einwthes total: Moreover, the actual 
classifications also differ. However, within the overall 
level of rates the relative pure premiums are interest- 
cng. 


TABLE 19 


1985 U.S. Pure Premiums; All Coverages Combined 


Classification Territory I Territory Il 
SUS: 

Unmarried Female 
2leZoen drive sto work 306.35 426.43 
(8971) 

Unmarried Male 
21-24, drive to work 392.06 509.5.) 
(8821) 

Married Male 
21-24, drive to work 324.01 464.59 
(8421) 

Abl Other Adults 
drive to work 222.42 289.56 
(8131) 

Pleasure Only (8111) 19:3:.93,9 298, wait 


Territory II.includes »major urban. areas, ‘such as Los 
Angeles, Philadelphia, Chicago, New York, etc. 


Source: Circular, October 29, 1986: Insurance Services 
Dusice .(..5 «), 
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Note that in both the low and high risk territories 
(less urban) unmarried males again have a higher loss cost 
than unmarried females in the 18-21 young driver class. 
This extra loss cost is around $85 or 20% of the unmarried 
females' loss cost. Similarly, unmarried 21-24 year old 
males now have an extra loss cost of $45.70 over their 
unmarried brethren or a premium of 10-20%. For all other 
adults (over 25) who are in the same ‘drive to work' cate- 
gory the average loss cost is only U.S. S222. = 
U.S.$289.56 depending on the territory, which gives an 
extra loss cost to the unmarried male of $170-$220 or 
about 76%. The lowest loss cost class is again the plea- 
sure only driver. 


U.S. data, which includes vastly more observations, 
thus supports the Canadian data that discrimination on the 
basis of age, sex and marital status does in fact produce 
a significant refinement in the estimation of expected 
loss costs per insured vehicle. As in Canada, data in the 
U.S. is also collected using additional geographical 
classifications due to the higher loss cost experience in 
more urban driving environments. 


E. Setting Rates 


Sections III(B) and (C) have dwelt at length with pure 
premiums or actual loss costs, since it,1s 4 fundamental 
tenet of insurance, as described in Section III(A), that 
better estimation of exposure means keener pricing. More- 
over, this keener pricing in a competitive environment 
means that firms can survive. A company that charges 
average prices (premium rates) based on average risks will 
end up with bad risks, for which it is only charging aver- 
age prices. Such a policy is a recipe for failure and it 
is hardly surprising that in a business as competitive as 
car insurance no private car insurer sets prices on such a 
basis. 


The pure premium in Section III(B) enables insurers to 
examine the actual experience of claims frequency, settle- 
ment costs and pure premiums within different categories. 
This experience is important, but is not by itself a rat- 
ing system. How any individual company sets rates is up 
to that company. Some may decide to use a multiplicative 
system, whereby surcharges are applied over a base rate 
based on a percentage, whereas others may charge a sur- 
charge as a fixed amount. 
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pimilarly «easy aneompany, finds” that, it) is.cettingytoo 
much business in one area and not enough in another, it 
will impose an additional surcharge in the one area and 
offer a discount in another. As a result, although advis- 
ory services advise on rates using standardized formulas, 
actual rates charged vary, sometimes quite dramatically, 
from one company to another. As in all areas of a private 
enterprise economy, it pays for the consumer to. shop 
around for bargain rates. 


This paper will not show how a rate is determined 
because practice differs from company to company and in 
all cases it will involve judgment, both as to how future 
loss experience is likely to deviate from past experience 
and whether or not past experience actually measures past 
risk. In general, however, there are some key principles 
involved in setting rates: 


= each class should be homogeneous, that is, each 
risk in a class should be as similar as possible; 


- each rating criteria should contribute to identi- 
fying the expected loss; 


- the rating structure should be complete, so that 
all risks can be assignable; 


a each criteria should be clearly defined and veri- 
fiable; 


- the process should be cheap to administer (i.e., 
cost effective); and 


- the system should be capable of being evaluated, 
i.e., you have to know whether it's doing what 
it's supposed to do. 


The categories used by the Insurance Bureau of Canada 
generally fulfill these criteria, since age, sex, marital 
status, geographic location and occupation (farmer or not) 
all represent clearly defined, identifying data that is 
cheap to collect and verify. Some may question driving 
habits, i.e., whether someone drives to work and if so how 
far, on the ground that individuals can lie and not be 
detected. However, by and large the existing rate struc- 
ture meets the key principles just mentioned. 
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This is not to say that the existing rate structure is 
ideal. It may in fact be the case that the young male 
drivers that have accidents are ‘immature’ and a mature 
young driver should not be penalized as a result. The 
problem is that maturity cannot be measured or verified. 
It may be possible to solicit references that attest to 
maturity and impose restrictions on driving habits that 
might lead to a higher probability of accidents. However, 
the cost of verifying the references and enforcing some 
controls over driving, apart from leading to allegations 
of 'snooping', would be relatively expensive. 


The ultimate request of those demanding the removal of 
the existing rate structure must be that they suggest an 
alternative structure that meets the key principles 
outlined above and achieves the same degree of risk 
refinement. In this regard it has to be noted that the 
new rating system proposed by the Insurance Bureau of Can- 
ada in its submission to the Osborne Commission as yet 
does not have any experience support. Unless legislation 
makes some of the previous rating classifications illegal, 
it will still be the case that a new company can undercut 
companies using the IBC rating classification in some cat- 
egories. For example, a 40 year old male pleasure driver 
with no driving experience may still be a much better risk 
than an 18 year old in similar circumstances. Although 
the number of years of licence is obviously meant as a 
proxy for age it may not be a perfect proxy. 
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V. THE PUBLIC PLANS 
A. Evaluation of Overall Performance 


Evaluating the Insurance Corporation of British Colum- 
bia (ICBC), the Manitoba Public Insurance Corporation 
(MPIC) and Saskatchewan Government Insurance (SGI) would 
be easier if they provided the wealth of detail available 
for the private car insurance companies operating in the 
rest of Canada. Unfortunately, since they are not requir- 
ed to file information with the Federal Superintendent of 
Insurance and they do not provide statistical experience 
data to the Insurance Bureau of Canada, there is little 
comparable data available. All that is available is the 
sketchy data contained in their annual reports which, like 
most annual reports, consists mainly of a self-congratula- 
tory commentary. Hence, in the analysis that follows, 
vital pieces of data that permit valid comparisons are 
missing. 


Also, conceptually, the public plans cannot be evalua- 
ted on the same basis as private sector companies, since 
they do not operate under the same set of constraints. 
Even the public sector plans themselves are not identical 
with ICBC operating on quite similar lines to a private 
corporation and SGI-Autofund operating in a manner imposs- 
ible for any private sector firm. A potted history of the 
three main public plans is at Appendix A and specific 
details will be developed as we proceed. However, an 
overview is provided in the loss costs in Table 20. 


For the public plans the loss costs are simply the 
total claims costs inclusive of adjustment costs divided 
by the number of insured motor vehicles, except for Sask- 
atchewan where, because of the absence of reported data, 
indirect estimates had to be made. These overall average 
costs are compared with the loss costs taken from the 1986 
Green Book for passenger cars excluding farmers. Concept- 
ually, these numbers cannot be compared, since within the 
overall classifications loss costs for private passenger 
cars will not equal overall vehicle loss costs. Moreover, 
the average built up from the Green Book, including BIPD, 
accident benefits and collision will not equal the average 
for the three public plans, since the basic coverage will 
differ. For example, the public plans usually cover all 
perils, not collision. However, given the available data 
this is the best that can be done. 
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TABLE 20 


LOSS “GOS ts 


1986 1985 1984 1983 
Saskatchewan N/A 2249 188.81 82436 
British Columbia sOOCLE 359321 365815 350.00 
Manitoba 332555 279737 261.86 255792 
Urban A350 7 396.84 344,97 BLORZS 
Rural B2073 295.45 258276 240.88 
Ontario W332 ALA SS BOI. 95 SF es6 
Kenora 293.02 302.41 ZFS TAY 335.5 
Toronto 560.04 Ht 1335 448.44 388.62 
Ontario Farmers Z258°%0 240.66 2036] 254.74 


What is apparent from Table 20 is that the loss cost 
variability evident over different regions outside of the 
public plans is consistent with the variability within the 
plans. For example, Ontario farmers had a 1985 loss cost 
Of 85240766: this wWs* ‘consistent’ with the level -6f loss 
costs for Saskatchewan in 1985, which was $227.99. Al-= 
though coverage in Saskatchewan would also include non- 
farmers, overall it would be closest to Ontario farmers or 
the Canada-wide rural classification, which averages only 
about 354 more. 


Similarly, the differences between Ontario and British 
Columbia are quite persistent but really not that large. 
Ontario, over the four years 1983-86, averages about 5% 
more than B.C. Given the regional differences in loss 
cost shown in Table 20, the differences that exist within 
Ontario, for example, between Kenora and Toronto, and the 
fact that the Ontario figure excludes the lower loss costs 
relevant for Ontario farmers, this 5% difference may not 
be meaningful. However, it should be pointed out that 
this premium of Ontario over B.C. is due mainly to the 
1986 and 1985 experience, and the trend in loss costs 
between B.C. and Ontario over time seem to be different. 


Overall, the°-loss ‘costs.iin Tablevi3 Sndicate that Sf 
SGI, MPIC and ICBC reported these loss costs for private 
passenger cars excluding farmers, private car insurers 
would not be surprised. That is, even though the B.C. 
loss costs are lower than those in Ontario, and SGI's are 
about the same as those for Ontario farmers, this varia- 
tion can be explained by the existing variation based on 
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different regional and urban/rural mixes. The conclusion 
from this is that there is no strong evidence from the 
average loss cost per car insured that would indicate 
gross inefficiency, or conversely, tremendous efficiency 
on the part of the public insurance plans. 


The loss cost data in Table 20 indicates that the 
primary cost for car insurance rates within a province, 
which is the average amount paid out on a claim inclusive 
of adjusting costs, can essentially be explained by the 
known pattern of regional variation based on urban/rural 
and farmer/non-farmer patterns. It does not, of course, 
indicate what the insurance companies charge for this cov- 
erage, 


Table 21 gives claims ratios and expense ratios for 
the three public plans, the Ontario aggregate data up to 
1985 and the results for five mainly auto insurers, with 
the specific company data in Table 22. The average claims 
ragiowan the public .sectorilwas 959%, withhiSGlac8sq2Z, 
METS Imo. 5475 1 ONG. LOlL. ) (Ontario's claims -ratio averaged 
90.1% with the five mainly auto insurers at 83.3%. Note 
that as shown in Figure 1, we would expect the Ontario 
claims ratio to be higher than the national average given 
the recent behaviour of the claims ratio for third party 
liability. This explains why the five national car insur- 
ers have a claims ratio below the Ontario average. Also 
note that, as expected, the claims ratios for the private 
sector firms are lower than those for the public sector 
plans because of the effect of the corporate income tax 
discussed in Chapter II. 


The interpretation of the data is quite straightfor- 
ward, as in the private sector all the public plans have 
experienced an increasing claims ratio, with ICBC being 
something of an anomaly having a claims ratio hovering 
around one, except for 1986. The higher level of the 
claims ratio for the public plans indicates that the pre- 
vious data on actual loss costs understates the difference 
in average premium costs across the provinces. Average 
premium rates can be approximated by dividing the loss 
costs in Table 20 by the claims ratios in Table 21. The 
average premium levels are SGI: $228.63, MPIC: $274.76, 
ICBC: $361.7 and Ontario: $389.16, which excludes the 1986 
results. Again these results are not surprising given 
previous data on regional, urban/rural, farmer/non-farmer 
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TABLE 21 
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Claims and Expense Ratios 


1986 
SGI 
Claims Ratio * OF 
Expense Ratio = Oy 
MPIC 
Claims Ratio Les. Ia 
Expense Ratio ‘Se ipals Ox 
ICBC 
Claims Ratio LOFZ Or 
Expense Ratio OSS 2etn0:2 
ONTARIO 
Claims Ratio N/A ee 
Expense Ratio N/A 0: 
REPRESENTATIVE PRIVATE FIRMS* 
Claims Ratio 0.905 OF. 
Expense Ratio OF259 « GA08 


*As in Table 22: 
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956 


274 


1984 


794 
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942 


LS 


roi 


154 


e952 


Rake, 


O20 


u2T6 


0.828 


0.108 


2953 


OTias 


On992 


0.149 


On839 


OB-127 


OP25 2 


874 


149 


S920 


«1g 


302 


146 


805 


6242 


747 


«209 
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TABLE 22 


Representative Car Insurers 


Allstate of Canada 

(70.0% Auto:$188.6M) 
Claims 
Expense 


Home Insurance 

84, 17 Autos $81.2) 
Claims 
Expense 


Liberty Mutual 

(83% Auto:$83.5M) 
Claims 
Expense 


State Farm Auto 

(SO7 vAutoss 217% OM) 
Claims 
Expense 


Pilot Insurance 

(74% Autoes1302,0M) 
Claims 
Expense 


Average* 
Claims 
Expense 


1986 1985 1984 


17.022 $si2 1831 
IZ276 e291 e283 


0.872 0.924 0.841 
O30 ler OZ 6om OrZg9 


UO lie OO 2am oC 
O:25 Sams, 3.0, £034 


O2 685. hl S8s  On892 
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differences. Although, the difference between Ontario and 
ICBC is understated because of the lack of 1986 results 
for Onearic, 


The other interesting data in Table 21 is the differ- 
ence in expense ratios across the public and private 
plans. As discussed in Section IIc we would expect the 
private firms to have higher than average expense ratios 
because none are 100% car insurance companies and Table 6 
has indicated that expense ratios are higher in other 
lines of insurance. Hence, their average expense ratio of 
26.6% is predictably higher than the Ontario average. 
What requires further explanation is why ICBC's expense 
ratio averages 15%, SGI's 13% and MPIC's 12%. Takenvar 
face value the expense ratios would seem to be at least 
10% lower than the Ontario average. 


However, before examining the expense ratio differ- 
ences we should examine the overall results. We have al- 
ready looked at loss costs and average premiums, what we 
now have to do is look at whether or not the underwriting 
area as a whole is sound in both the public and private 
sectors. This requires examining investment income. 


Table 23 includes the same analysis of the public sec- 
tor plans as Table 10 for the private companies. First, 
free liabilities as a percent of assets is calculated. 
Note here that all of the public plans have very high free 
liability ratios. ‘This is the corollary of thetfabsencesort 
explicit equity capital, for example, ICBC operates with 
'reserves' averaging only 4%, MPIC 14.1% and SGI 13.8%. 
The reserves ratios themselves are relatively meaningless 
so long as the provincial governments guarantee the plans, 
in the sense that they will inject capital should catas- 
trophic losses be incurred. We will return to this later. 
Second is the insurance asset ratio, that is an estimate 
of the assets that can be specifically identified as be- 
longing to the insurance operation rather than being 
straight investments. Third is the net free liability 
ratio which is the difference between the first two. Fin- 
ally, the turnover ratio is divided into the net free lia- 
bility ratio to get the net free liabilities per dollar of 
net premiums earned. 


In comparing the public plans with the private sector 
in Table 8, note that the end result is very similar, 
except for ICBC. Both MPIC and SGI average around 90 
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TABLE 23 


Investment Funds in Public Plans 


1986 1985 1984 1983 1982 


A SGI - Autofund** 


Free Liability Ratio 84.1 TTD 87.1 96.9 
Insurance Asset Ratio* 16.0 16.0 SM Soleo 
Net Free Liability Ratio 68.1 61.5 56.9 65.9 
Turnover Ratio 05608" 07705"4 0.7324 03/68 
Net Free Liability Per 

Dollar of Premium Earned 1.02 Fey 0.78 0.86 
ICBC 

Free Liability Ratio 94.6 94,1 98.0 97.0 97.5 
Insurance Asset Ratio* Tal B55 10.4 biBsou! 14.0 
Net Free Liability Ratio 87.5 85.6 87.6 83.9 83.5 
Turnover Ratio OF4458= 0748592 901555 %.0%65 05725 


Net Free Liability Per 
Dollar ‘of Premium’ Earned 1.96 - 1076 ~" 1.589" 1229 EUS 


MPIC 


Free Liability Ratio 98.1 82.6 81.8 shall 83.8 
Insurance Asset Ratio* 16.8 17.2 14.3 15.8 veg 
Net Free Liability Ratio 81.3 6574 6725 67.3 66.7 
Turnover Ratio 0. 742" 0,693) 9 80 2758.9 505826) S097 
Net Free Liability Per 

Dollar of Premium Earned 1.14 0.94 0.89 0.82 OEA3 


*Assume cash equals 2% of assets similar to the private plans in order 
to separate cash out from cash and short term securities. 


**SGI prior to 1984. 


or. 


cents in free liabilities per premium dollar, close to the 
all insurance average for Canadian companies of 101 cents. 
ICBC, on the other hand, averages 155 cents per premium 
dollar of net free liabilities, mainly as a result of a 
low turnover ratio, which is to say that for every premium 
dollar earned it has a relatively large amount of unpaid 
claims and unearned premium income. This could indicate 
slower payment patterns than SGI and MPIC, which benefits 
ICBC policyholders (who are not claimants) in having that 
money available to generate investment income. 


The investment income is added to the claims and 
expense ratios in Table 24 to get the overall underwriting 
results. This is to be compared with the private sector 
results in Table 6, where again we would expect the over- 
all results to fluctuate around zero, indicating competi- 
tive pricing overall. For the private car insurers the 
average ratio was -0.006 indicating that overall car 
insurance underwriting was marginally unprofitable, except 
that a dramatic deterioration was under way during 1984- 
85 Forvthe*public plans thesratiosiwere MPIG%—0 701s sICEe 
OVO Pande SGI OF eos 


What’ this‘tdata *indicates-is* that both -MPI@jand-LGBE 
essentially priced their policies accurately overall given 
their cost structure, but that SGI was unusually profit- 
able. The reason for SGI's high level of profitability is 
the lack of such profitability in the past and the need to. 
build up a reserve for future contingencies. In 1980 SGI 
included as a liability $72M owed to the Crown Investments 
Corporation of Saskatchewan (CIC), a liability that was 
non-interest bearing and repayable at the discretion of 
CIC. However, the balance in the Automobile Accident In- 
surance Act (AATA) account was -$33.4M in 1980, Hence, 
car premiums had to be above their fair levels to replen- 
ish ‘this “past -defieit "In 98] the ‘deficit ‘waseS2275Me an 
1982 SIQ756M,* anwyl9832 a ‘Surplus of $14.9M? in?1984-avscur— 
plus of "$59. 7Mvand “in 1985-a surplus of°$45.8M> but “only 
after $19.9M had been returned to the policyholders as a 
bonus. Hence, from 1981-85, SGI in effect overcharged for 
car insurance because of a need to build up a contingency 
reserve. Such a pricing policy could not have survived in 
a competitive marketplace. 


It is appropriate at this point to talk of the role of 
the provincial government guarantee. Essentially, in our 
model of Section IIb the insurance company consists of 
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TABLE 24 


Underwriting Profitability in the Public Sector 


SG he Aucotund 
Claims Ratio 

Expense Ratio 

Free Liability Ratio 


Underwriting 
Profit/Loss 


ICBC - Autoplan 


Claims Ratio 
Expense Ratio 
Free Liability Ratio 


Underwriting 
Protit/Loss 


MPI Ge eAubopac 


Claims Ratio 
Expense Ratio 
Free Liability Ratio 


Underwriting 
Profit/Loss 


1986 1985 
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G2035 


0.942 
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03,052 


1983 


O. 826 


0.108 


Ons 
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02992 


0.149 


0.004 
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0.127 
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1982 


0.146 
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insurance activities and associated investment activities 
with the link being that writing insurance generates net 
free liabilities that can be invested. For competitive 
firms, competition for premium income will effectively 
give policyholders lower premium rates in return for their 
effectively providing an interest-free loan to the insur- 
ance company prior to settling claims. Given that there 
is the risk of catastrophic losses from underwriting, pri- 
vate insurers are required to put up equity capital as 
security, with this equity capital also being invested. 
However, since the underwriting risk is unsystematic, 
i.e., random, without restricting investment, there is 
effectively no cost to having to put up this extra capi- 
tans In the same sense, as long as the provinces each 
guarantee the solvency of their plan and inject and then 
withdraw funds, as the plan is unprofitable and then pro- 
fitable, there is no cost to this guarantee. 


The above argument is equally valid if the province 
injects equity capital that remains with the car insurance 
division. [hat ws, eri rt “adds*equity” to, actacvarcuciion 
Similar to a private corporation. In this case, the pro- 
vince is entitled to a fair return on its equity capital 
either through dividends or allowing value to be enhanced 
by reinvestment. If the equity capital is regularly 
destroyed, forcing further injections of capital, then 
this obviously represents a subsidy. Analysis of the re- 
cent financial statements does not indicate regular in- 
fusions of capital into the public plans, that would war- 
rant an accusation of subsidy. 


However, the financial statements do indicate politi- 
cal intrusion. MPIC clearly should have raised its pre- 
mium rates in 1986 as it effectively lost 14.9 cents on 
every net premium dollar earned. The rates for SGI from 
1981 indicate higher-than-needed rates to compensate for 
past pricing mistakes. Similarly, ICBC had to have an 
infusion of capital in 1976 to avoid raising rates and 
violating political promises. In all cases, there is 
clear political intervention and rate manipulation that 
would not have existed in a competitive market. However, 
these 'on-off' instances of political intervention do not 
negate the conclusions of Table 17 that car insurance pol- 
icies written by MPIC and ICBC overall have been as com- 
petitively priced as those by private insurers. 
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B. Expense Ratios 


In Table 25 there is a more detailed description of 
the expense ratios for the three public plans which should 
be compared to the Ontario data in Table 4. First, as 
previously noted, how some of these costs are allocated is 
intrinsically® ‘arbitrary, since they are ‘common. costs. 
That is, the senior management in SGI, for example, deals 
with both the general insurance lines and the Autofund, so 
any precise allocation of their cost must be arbitrary. 
This is noticeable in the change in SGI expenses from 
1982-3 where the Autofund's administration expense ratio 
dropped by 4.7% as a result of a change in the method of 
cost allocation. Conversely, as we will see, the adminis- 
tration expense ratio for SGI's general insurance lines 
jumped by 5.9% between 1982-3. As a result, the expense 
ratio for MPIC and SGI are suspect, since neither are in- 
dependent operations. 


TABLE 25 


Expense Ratios 
1986 1985 1984 1983 1982 

















HERE 
Claims Adjusting Ratio G8 8.7 8.8 DIV EAOHS 
Administration TOS 198 8.8 SUS yw.BR4 
Commissions TESS Sa ORB ED SO an Oe GAZ 
Totals 24,6 D303 BD 24 SY O28: BZA 

MPIC 
Claims Adjusting Ratio LO Oe: EE ORsS LOR TE ORS 
Administration 4,3 SHS 4,2 4,9 4,4 
Commissions 4,7 4,7 4.5 4,8 4.9 
Premium Taxes ABO SiO B40 BO. BZ. 
Totals 23 GO} Ded Waene oe SZ SOW 

SGI * 
Claims Adjusting Ratio STS Shige) 85D Or 8.5 
Administration V2.6 O88 by, 2 693) 9 aD 
Commissions 0.9 eZ 0.8 079 0.8 
Premium Taxes RAO 4.0 4.0 a. 3 + Mae 
Totals 21012 23.55 19.5 LO SSB S 





*1986 estimates from AAIA Rate Application, September 
1984, as are the claims adjusting ratio estimates. 
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There are several observations from the data in Table 
25. First, the claims adjusting ratios vary between 8.5 
and 11.8%, a range which brackets the Ontario claims ad- 
justine urationornmls2ue However, the average for the 
three plans: are ICBC 9.1%, MPIC 10.7% and, SGI 18.5% «which 
are all below that of Ontario. However, whether the dif- 
ferences are meaningful or not is questionable. SGI does 
not break out its claims adjusting ratio in its annual 
report. The author only became aware of this deviation 
from industry practice by examining SGI's rate application 
for 1985, where actual claims costs and claims adjusting 
expenses were broken out for budgeting purposes. From 
this it is clear that SGI's adjusting expense ratio for 
automobile insurance is at least 8.5%. 


The understatement of SGI's expense ratio does not 
affect our previous analysis of loss costs and average 
premium levels; however, from that analysis it became 
clear that SGI had been over-charging for car insurance to 
build up contingency reserves. As such, all of its ex- 
pense ratios are smaller than they would be had SGI been 
pricing competitively. Hence, the 8.54 is an understate- 
ment of SGI's true claims adjusting expense ratio. From 
this it would appear that the public plans have expense 
ratios of around 10% and are slightly lower than the Onta- 
rio average of 11.2%. Actual claims adjusting expenses 
eould ~thowever, #be: identical “in. view of thes l-37inaliloeca- 
tion of corporate overhead included in the Ontario aver- 
age. 


The second expense item is administration expenses. 
The Ontario average here is 6.8% if we divide general ex- 
penses between claims settlement and processing costs of 
6.8% and agency acquisition costs of 17.5%. Alternative- 
ly, we can divide expenses into commissions costs of 11.5% 
and other net of tax costs of 9.4%. If we use this latter 
division, administration costs in Ontario are clearly 
higher than the averages for ICBC of 8.3%, MPIC of 4.3% 
and SGI of 8.2%. Moreover, the SGI estimate includes the 
1985 costs for administering the driver and vehicle licen- 
sing system that it took over from the Highway Traffic 
Board. Hence, we have to conclude that administration 
expenses are higher in the private sector. Why this 
should be the case will be discussed in part C of this 
section. 


The third part of the expense ratio is the commission 
cost paid to the agent generating the policy. Here, the 


hese: 


Ontario average of 11.5% is well above the averages of the 
Ductile pans OLVlCSG'O.04, riGes/p7eand oer U.ol,. HOW 
ever, note that not only is the Ontario average higher, 
but also there is a wide discrepancy in the commission 
expense ratio for the three other public plans, with SGI's 
ratio being almost nothing and MPIC and ICBC somewhere in 
between. Clearly, there is something determining the com- 
mission expense ratio that needs to be analyzed. This too 
will be taken up in part C. 


The last item in the expense ratio is premium taxes, 
licences and fees. For Ontario, this averaged 3.44 in- 
cluding 3% for premium taxes and 0.4% for licences, fees 
and allocations to the Federal Superintendent of Insur- 
ance, etc. For the public plans SGI's average was 4.0%, 
MetGrecraeO, and’ [GBC svwas OG," since prior tom !9o6r PGEC 
did not pay any premium taxes. Since these costs are man- 
datory and cannot be eliminated it makes sense to only 
examine total expense ratios after excluding them. In 
this case total expenses for 1986 become: Ontario 32.1%, 
TGBE 6 2476%->) MPIC 20.8%) and SGI.o17.0%. ..However, .rcemember- 
ing that SGI's expense ratio is understated, Ontario's 
expenses seem to exceed those of the public plans by 
between 7.5% and say 13%, mainly as a result of lower com- 


mission and general administration expenses. This would 
amount to between $29 and $50 per car based on an estimate 
of average 1985 premium levels. There is reason to 


believe that these numbers may overestimate the expense 
savings, mainly because the public plans do not seem to 
pay the $5 fee charged Ontario firms for accessing provin- 
cial driving records. Also, many suspect that SGI and 
MPIC do not pay competitive rates for other services from 
the provincial civil service. However, costing these ben- 
efits is impossible. 


Before examining reasons why the Ontario expense ratio 
Ts"highner than for the public pllan,, itis interesting to 
analyze the public plan's performances in non-auto insur- 
ance. Table 25 gives the expense ratios for ICBC, SGI and 
MPIC for general insurance. ICBC sold its general insur- 
ance division to the Cumis Group in February 1985. Hence, 
ICBC's results are only for 1982-4. 


There are two striking features to the expense ratios 
in Table 26. First, they are dramatically different from 
the same companies' auto expense ratios. MPIC, for exam- 
ple, averages a total expense ratio of 47%, twice its auto 
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TABLE 26 


Public Plans General Insurance Results 


MPIC 


Claims Adjusting Ratio 


Administration Ratio 
Commissions 
Premium Taxes 

Total 


SGI 


Claims Adjusting” 
Administration Ratio 
Commissions 
Premium Taxes 

Total 


ICBC 


Claims Adjusting* 

Administration 

Commissions 

Premium Taxes 
Total 


1986 


N/A 
N/A 
N/A 
N/A 
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expense ratio. Moreover, its former strengths in having 
low administration and commission ratios disappear as 
these ratios are both over 18%. This is not an isolated 
incident, since both SGI and ICBC, before being sold, had 
total expense ratios that must have exceeded 40%, since 
without including adjusting expenses SGI's averaged 39% 
and ICBC's 44.2%. 


second, the public plan's expense ratios compare very 
unfavourably with the private companies' non-auto expense 
ratios in Table 3. For 1985, private companies averaged a 
total expense ratio of 36.8% for personal lines, 39% for 
property and 32.1% for other lines, all excluding claims 
adjusting expenses so as to be comparable with the data 
for ICBC and SGI. It may be argued that ICBC and MPIC are 
not comparable with ‘'average' private firms because they 
both concentrated on reinsurance. This may be true, but 
SGI is a broad-based property and casualty insurer and its 
expense ratio does not seem to be better than those of 
private insurers. 


The lesson from examining the public plan's general 
insurance expense ratios is that they have not found some 
secret weapon that allows them to outcompete competitive 
private insurance companies. When public plans compete on 
the same basis as private companies they either fail, as 
ICBC did, have severe problems as MPIC had in 1985, or 
they look very similar to private companies as SGI does. 
The 'superior' performance of the public plans in lowering 
their auto expense ratios must not therefore be due to any 
superior business/management skills possessed by MPIC, 
ICBC and SGI, but must be due instead either to some sys- 
temic factors that produce lower expense ratios in a pub- 
lic monopoly, or to implicit subsidies available to them 
by being integrated into the respective provincial civil 
services. 


Cro PubliciPlans#nRatinegsPractices 


Each public plan has a different method for setting 
premiums. In this section we will briefly discuss each 
plan; a more extensive discussion is at Appendix B to this 
section. 
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(i) SGI - Autofund 


SGI charges a premium based on three elements. First, 
there is a premium charged to cover third party liability 
of $79 and to cover accident» benefits of »$17.%.Second, 
there is a premium charged to cover all perils damage to 
the insured car which varies according to the value of the 
car. SGI provides a booklet outlining both of these fees, 
so that insurance costs are immediately known as soon as 
the vehicle registration is surrendered. For example, a 
1987 Mercury Sable costs $400 to insure, a 1980 Honda 
Accord $245 and a 1974 Austin Marina $175. Finally, sur- 
charges are based on the individual's at fault accident 
history and driving record over the past three years; each 
accident costs $50 and each driving infraction adds rating 
units with surcharges being a function of the number of 
rating units. 


An individual suspended for 6-12 months in the past 
three years would have a surcharge of $135, since this 
infraction, 1s worth 16 rating units... lf the, individual 
also had three accidents over the three years, then this 
would add another $150. If the individual decided to 
drive a 1987 Jaguar XJS rated at $670 then the total in- 
surance premium would be $915. The individual driving the 
1974 Austin Marina with a clean driving record and no 
accidents would pay the basic $175. 


SGI removed the $15 driver's insurance premium in 
1985, when it took over the administration of the driver 
and vehicle licensing system. SGI has not received any 
subsidy from gasoline taxes since 1982. In 1985 SGI also 
introduced a 10% discount on rates for farmers. 


(23) eo MPICG sn téAntopac 


MPIC-Autopac operates on similar lines to SGI's Auto- 
fund. A premium is again charged according to the type of 
car with surcharges based on accident and driving history. 
Demerit points are given for driving infractions and each 
demerit point over 6 adds a surcharge of $25. Conversely, 
merit points are accrued at a rate of two per year up to 
a maximum of five for each year without an infraction or 
accident. Similarly, drivers who are held 50% liable for 
two or more accidents in any twelve-month period are 
assessed a surcharge of $100 with each additional accident 
adding $200. Only in 1986 did MPIC remove age, sex and 
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marital status as a basis for setting insurance premiums. 
Unlike SGI, MPIC still charges a common driver's insurance 
premium of $15 on the grounds that "it is usually the dri- 
ver who causes accidents to happen." 


Like SGI, MPIC's coverage includes third party liabil- 
ity, no-fault accident benefits and compulsory all perils 
coverage on the car. There is also the ability to buy 
extension coverage to increase third party liability be- 
yond $200,000, reduce the $200 deductible on all perils 
and insure against an under-insured motorist. 


(ie OIGRGU= Autopian 


ICBC's Autoplan is by far the most complicated of the 
three public plans. The compulsory coverage includes 
therd@ party fl tabids by onip? ttol S200;000samo-fault accident 
benefits and damage caused by an uninsured or unidentified 
moteristethit-and=runjee UnlakestSCloandsMPi¢, 21tedoesmmnot 
include damage coverage to the car, i.e., all perils, com- 
prehensive or collision. This latter coverage along with 
under-insured motorist protection and extending the third 
party liability limit is available on an option. 


The rating structure is also unlike that of SGI and 
MPIC, since it includes many of the variables used by pri- 
vate sector insurers. The premium is determined by five 
basic factors: 


z Purpose of use: which includes four basic cate- 


gories -- pleasure only; pleasure and drive to 
work; business; and seniors pleasure driving 
only. 

= Territory: seven regional divisions within 
Bac. 


= Value and age of the vehicle: for example, rate 
group 3 includes’ 1979 Pinto, 1978 Cutlass Sup- 
reme and 1975 Toyota Landcruiser. 


3 The claim record of the owner with a 10% dis- 
count for each claim-free year up to a maximum 
of 40% saridela a30ZosSurcharge: formireach -claim.ehin 
all circumstances the premium returns to its 
base level after three claims-free years of 
driving and the insured always has the option of 
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paying the claim privately and not taking the 
surcharge. 


= A driver insurance premium based on the individ- 
ual's driving record. 


In evaluating the three public plans, it is apparent 
that ICBC is midway between the public plans of MPIC and 
SGI and the private sector plans. This is important since 
in Table 25, ICBC's expense ratio was much higher than 
that of MPIC or SGI. The reason for these discrepancies 
now becomes clear. The public plans achieve economies not 
because of their size, but because of the simplicity of 
their rating structure. The more sophisticated the rating 
structure the more paper work required to evaluate a driv- 
er and the more analysis required in setting rates. 


Asay result >the, simple yplansysof eSGleand- MPIC }that 
enforce massive subsidization of bad risks by good risks 
have low expenses. The private plans that for competitive 
reasons have to refine risks because otherwise they would 
get 'bad' risks for average rates, of necessity have high- 
er expense ratios. ICBC seems to operate midway between 
the two by maintaining moderate cross-subsidization and 
operating a quite complicated rating structure. 





With this framework, it now becomes clear that the 
higher expense ratios in the private sector are not indi- 
cative of inefficiency, nor are they indicative of econom- 
ies of scale. The higher expense ratios in the private 
sector are indicative of a competitive reaction to refine 
the rate structure and price policies as accurately as 
possible, to estimate the true cost of coverage. It is 
for this reason that administrative costs are higher for 
the private insurance company, since they reflect the 
administration of a more sophisticated rating structure. 
Commission expenses are higher at the broker level because 
of the more time-consuming job of evaluating individuals 
and shopping the market. 


It is quite clear that a public monopoly can operate 
insurance more cheaply by removing freedom of choice and 
enforcing cross-subsidization. At an extreme level, the 
federal government could create one insurance company with 
compulsory third party liability, accident benefits and 
all perils coverage. This coverage would cost the same 
for everybody regardless of age, sex, marital status, 


202 


region of the country, driving and accident record, value 
of the insured car or whether or not the driver was a far- 
mer. This policy would have almost no expenses to admin- 
ister, since the fee could be paid with the driver's 
licence and the 'policy' could be available at any vehicle 
registration or post office. 


such a plan could still have fault or no-fault, so 
there would be little direct impact on claims costs, but 
the expense ratio would fall dramatically, since there 
would be little administration costs and no commissions to 
pay. Such a plan could not be introduced by private firms 
unless, legally, insurance companies were prohibited from 
any rate classification at all. Even in this case, a com- 
pany, by restricting its geographical coverage, would 
implicitly discriminate with the result that Toronto would 
have no companies or brokers offering insurance! 


It is thus apparent that the expense ratio is not 
indicative of efficiency, but instead is indicative only 
of the government's restriction of choice and mandatory 
cross-subsidization. It is equivalent to looking at 
design costs as a measure of efficiency when comparing a 
private car company and a nationalized car company produc- 
ing one model, available in any colour as long as it's 
black. Obviousdy,atthe cost of (producing! a caracor many 
other consumer product would also be reduced in the face 
of a similar massive reduction in choice. 


With these comments in mind the survey of auto pre- 
Miums undertaken by the Toronto Star in Table 27 becomes 
understandable. Farnstjpireicislsobvicus Githatiehigh nisk 
groups will find coverage cheaper in the public plans, 
since they are being subsidized by the low risk groups. 
In Table 27 the 22 year old female driving to work in Tor- 
onto with a clean driving record pays an average $763.50, 
andthe equivalent males$ls 321683) 0r73% more, eThistas 
basically the same as the all-Canada loss costs for BIPD, 
accident benefits and collision in Table 1l, where the 
male had a 69.74 surcharge over the equivalent female. 
Obviously these rates are higher than the ICBC rates, 
which subsidize their high risk groups. 


For the even higher risk category, the 22 year old who 
has already been at fault in an accident, the private pre- 
mium averages $3,376, or a whopping 817% more than the 
same person insured through ICBC. The reason of course is 
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TABLE 2/7 


Relative Car Insurance Premiums 


Company Toronto’ Vancouver ‘yUse 
Allstate 498 
Wawanesa oo3 Age: 43 
Royal 7 Claims-Free: 6 years 
State Farm 647 Drives to work 
Co-Operators 650 1978 Phoenix 
Economical 674 
PCBS 529 
Royal 4,191 
Co-Operators 4,066 Age: 22 male 
Wawanesa 3,600 Pleasure use 
Economical 3,473 One at fault accident 
State Farm i oS4 1979 Volare Wagon 
PEBE 413 ‘mothers car 
Royal 15122 416666) 
State Farm dp lOZiac 742) Age: 22 male 
Economical Leaks 78) Claims-free: 6 years 
Wawanesa E260 G82) Drives to work 
Co-Operators 1,278 (792) 1979 Volare Wagon 
Allstate Pssore6e zi) (brackets are for 
female) 
LGBC 529 


Overall Coverage: 1/000; 000) 2vabi lity 7< collision wrth 
$250 deductible, comprehensive $50 deductible, and 
underinsured motorist protection. 


Source: Toronto ’star (April 12, 198798 
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that because of the individual's age, sex and accident 
history he has signalled that he belongs to an expensive 
class to insure. Hence, the level of subsidization in the 
ICBC rates is even higher. 


The final group is the 43 year old male with six years 
claims-free driving experience who drives to work. Here 
the picture is different; the average private sector pre- 
mium\ais S$o9Sor 6/0 more, than ICBC.% Whether this isita 
reasonable premium or not depends on whether loss costs in 
Toronto for this class are higher than in Vancouver. Giv- 
en the substantial regional variability the difference may 
not be significant. Moreover, as always in a private sec- 
tor insurance market, some insurers are signalling their 
unwillingness to insure this risk by charging higher 
prices. The premiums charged by Economical, Co-Operators 
and State Farm average $159 more than for Allstate. If 
the individual shopped around, he would have found a pri- 
vate sector rate $31 cheaper than ICBC. 


This game of premium comparison has become popular, 
but given the substantial variability in premiums charged 
for the same risk in the private sector and the obvious 
cross-subsidization evident in the public plans, it is 
also a meaningless exercise. 


What is of more interest is whether the private sector 
premiums charged in Table 27 are out of line with the un- 
derlying expected cost of insuring this risk. Although, 
the author is not an expert in setting insurance rates, a 
rough estimate of appropriate rates is provided in Table 
28% The rates are found for bodily injury, collision, 
comprehensive and accident benefits from the loss costs 
taken from the 1986 Green Book. The average loss costs 
for the four classifications that seem to correspond clos- 
est to the Toronto Star's descriptions for Canada as a 
whole were then revalued to reflect the Toronto '‘'sur- 
charge', since liability and collision loss costs exceed 
the Canada-wide averages by 44.6% and 27.5% respectively. 
Comprehensive and accident benefit loss costs are not 
available by class so values were estimated based on the 
Toronto loss costs and the loss cost differentials of each 
of the individual classes. 
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TABLE 28 


1986 Premium Estimates 


Classes 
O25de 20 125 195 Toronto 
BIPD 33a. TEES 3 702.26 3953 3.7 203 
Goliieio0n 2902 407 o1 30847 B32 b4ke5 
Comprehensive* 42.3 140.6 9240 54.2 46.1 
Accident Benefits* 41.9 139%, 2 92.9 54.2 46.1 
1986 Loss Cost Sh0e5 nc] B66y berdhg3:..0 68205 606.6 
"Premium" 6321 we 20442008 30 790.2 
Diftterential it +239% +127% +25% 
Star Average 
Premium 59S. 87933376..82 b32ra8 V6RD 
ih +464% +121% +27% 


*Estimates based on Toronto and class surcharges. 
A premium was then calculated based on the formula, 
toss icostid: @eZ5Pa= Onin wee 


where 0.25 is the expense ratio and 12% is the contribu- 
tion of investment income. The above formula ensures that 
premiums cover all costs and account for the contribution 
of investment income. The result is the rough premium of 
$632.7 for the 43 year old with 6 years claims-free driv- 
ing, $2,144 for the 22 year old male with a recent acci- 
dent, $1,371 for the claims-free 22 year old male and 
$790.2 for the claims-free 22 year old female. 


These premiums can only be generally compared with the 
premiums quoted in the Star because the Star's quotes were 
for $1M of third party liability, whereas the loss costs 
in the Green Book are for $200,000 of average. This 
underestimate of the liability loss cost has its greatest 
impact on the 22 year old male driver who has had an acci- 
dent, since the expected loss cost for liability for this 
individual is by far the greatest. The estimated premiums 
are slightly higher than the Star's average premium, but 
in all cases would be indistinguishable from an actual 
quotation by another insurance company. Moreover, the 
differential premiums for the 22 year old male and female 
without an accident are almost the same for the estimates 
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as for the average premiums obtained by the Star. All 
this seems to indicate that the Star's quotes seem to be 
eminently sensible and in line with the current costs 
associated with the coverages. 
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VI. CONCLUSIONS 


It would be very easy to analyze each public plan in 
detail and report on the introduction of 'innovations', 
such as "dial a claim" or centralized claim centres or the 
differences in coverage. However, such an exercise merely 
confuses the issue. Some of the claimed advantages and 
disadvantages and coverage comparisons are included as an 
appendix. However, the key features that should be anal- 
yzed are those of efficiency. 

In this paper we have found that the private sector 
plans are efficient, given the constraints under which 
they operate, and that there are no economies of scale in 
the car insurance business. This does not mean that car 
insurance premiums could not be lowered overall. It would 
be perfectly possible to lower claims costs by the follow- 
ing systemic measures: 


(a) No-fault insurance. Although this paper cannot 
get into the pros and consPol no-Lault,—0t ao quite clear 
that legal costs are included as part of claims costs. 
Hence, by their removal, claims costs must fall. The car 
insurance companies seem to be efficient given the current 
tort system. If no-fault insurance cuts legal costs, then 
competition would ensure that these gains are passed on to 
consumers. 


(b) “Restrictions on awards. Ihe “introduction of mon 
negotiable awards for bodily injury would also reduce 
claims costs. In the same way worker's compensation has 
reduced costs by awarding statutory benefits. 


(c) Restrictions on damage costs. The enforcement of 
higher deductibles, the use of second hand parts in car 
repairs (as practised and sanctioned by ICBC) and a take- 
it-or-leave-it estimate from a government adjustor could 
all potentially lower claims costs. 


(d) Restricting the right to drive. Clearly, under- 
18 year olds have more accidents, which are also more 
expensive. Overall insurance premiums would come down if 
the driving age were raised and if individuals with repeat 
offenses suffered automatic suspension of driving privi- 
leges. The choice of an age when driving is permitted is 
arbitrary, weighing the rights of an individual to drive 
against the rights of society to protect itself from bad 
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drivers. If individuals are not forced to reimburse soci- 
ety for the expected cost of their driving experience, 
then it might be better to ban them completely. 


It would also be possible to lower expenses by simpli- 
fying the rate structure and enforcing mandatory cross- 
subsidization. This would involve: 


(a) the elimination of commissions, since there would 
be no need to shop the market or explain complicated poli- 
cies to applicants; 


(b) the reduction of administration costs, since 
there would be no need to devise sophisticated rating 
Structures: 


(c) tying insurance to driver's licences or plates, 
thus reducing the paperwork involved. 


Individual private corporations cannot do any of this, 
Since it would be a recipe for business failure. 


The Government would only want to do this if it is 
possible to reduce overall costs so much in a public plan, 
that the extra costs paid by low risk groups due to cross- 
subsidization are offset by the overall savings in commis- 


sions and administration. This question is addressed by 
Table 29 where estimated premiums are built up for Ontario 
as a whole for the major rate classifications. The pro- 


cedure is the same as was used for Table 22. Loss costs 
are used for Canada-wide data from the Green Book and then 
an overald® policy consisting of BIPD, “collision, compre- 
hensive and accident benefit, was created by grossing-up 
for the Ontario surcharge over the Canada-wide loss 
COSTSs 


For Ontario as a whole, the policy would have 'cost' 
$561.3 using a 25% expense ratio and 12% for investment 
income. If through public ownership overall expense costs 
were reduced to 19% in line with those of ICBC, then the 
overall premium would fall to $525.09, a saving of $36.21. 
Further, if everyone was charged the same rate of $525.09 
regardless of driving record and the previous rate class, 
then rates would change as indicated in Table 29. 


Overall, the savings are not great enough to allow 
everyone to benefit from a drop in insurance rates. In 
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particular, class 01 with about 43.4% of the Ontario driv- 
ing population (by BIPD weights) would see premiums 
increase by almost $55 or 11.6%. Note that class 06 is an 
anomaly, since this is for an occasional driver under 25 
for pleasure only, but the principal operator insures the 
car under either class Ol, 02, 03, O4 or 17. For all 
other classes premiums would fall including class 02, the 
second most populous group with 33.8% of the driving popu- 
lation. However, for this group the savings is only about 
4%, which, given the estimation problems, is probably not 
significant. For the really small classes, such as young 
drivers, the cost savings are dramatic, indicating that a 
small cross-subsidy by a large number of drivers can dra- 
matically help the few paying very high premium levels. 


TABLE 29 


Ontario-Wide Rate Classes 


Estimated Soin 
Class Premium Class Gain/Loss 
Ol 470.5 43.43 -54.59 
02 54020 33786 230K 
03 598.2 6.39 P3081 
07 647.8 3.64 Lee 
06 SLVL6 B30 -207.49 
08 1828.4 0.06 ‘O33 1 
09 1079%:0 day, 553 09n 
18 999.4 0.96 A7GLSY 
19 265.5 BO 20174" 
10 LO20 57 0.29 13954 62 
et 1668.9 O873 bas . 3? 
Le 25586 1.48 P3007 1 
13 1044.7 1.66 519.61 


Overall average $561.3 
Public rate.» $525: 09 


*From BIPD loss cost data. 
Private passenger cars, excluding farmers. 

The results in Table 29 are suggestive only, since the 
premiums were built up from 1986 loss costs and may not 


reflect actual premium levels. It is also to be expected 
that as premium levels for the high risk groups come down, 
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more drivers in these categories will drive. The result 
will be a deterioration in the average quality of drivers 
in Ontario, as more younger drivers decide to get Camaros 
immediately, rather than driving their parents' Dodge 
Aries until they have built up a reasonable claims-free 
period. In this case, the estimates in Table 29 are too 
high, since the average premium will rise. 


The focus in this paper has been on the allocation of 
savings from lowering commissions and administrative 
expenses. Further savings may come from limiting lawyers' 
fees through no-fault or claimant's reimbursements through 
fixed compensation schedules. However, it is the opinion 
of this author that forcing the bulk of the Ontario popu- 
lation who are over 25, who have never had a claim and do 
not use their cars for business purposes, to subsidize the 
minority that cause a disproportionately larger share of 
the expensive accidents is counterproductive and economi- 
cally inefficient, since it will just encourage more of 
the bad risks to drive. It also seems strange, to say the 
least, that farmers in rural areas of Ontario should sub- 
sidize 19 year olds in Toronto so that they can drive 
Firebirds and Camaros. A final reminder is that the age 
and marital status grouping is essentially a generational 
subsidy, since unmarried young males usually become old 
married males. The sex discrimination is a separate ques- 
tion and it seems strange to discriminate against females 
by charging a higher rate than the group warrants. 
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APPENDIX A: THE HISTORY OF PUBLIC INSURANCE PLANS 


Saskatchewan (SGIO) 


The Saskatchewan Government Insurance Office (SGIO) 
was established in 1944 in response to complaints of poor 
private sector coverage of rural markets. Although SGIO 
initially competed openly with private insurers, the 
implementation of compulsory basic no-fault auto insurance 
in 1946 included a provision giving SGIO exclusive rights 
to the compulsory portion of the auto insurance market. 
The compulsory basic policy now includes third party lia- 
bility ($200,000 minimum), accident benefitseandwallbyper> 
ils vehicle coverage ($500 deductible). The extension 
coverage market remains open to competition, although the 
one-stop conveniences advantage of SGIO allows them to 
dominate this market. 


Manitoba (MPIC) 


Prior to 1970, Manitoba suffered from a serious pro- 
blem of uninsured automobiles. It was concluded that com- 
pulsory basic coverage was needed and that the best way to 
administer such a plan was to create a monopolistic Crown 
Corporation, the Manitoba Public Insurance Corporation 
(MPIC). The coverage, called Autopac, includes compulsory 
accident benefits, third party liability $200,000 mini- 
mum), and all perils vehicle coverage ($200 deductible). 
MPIC also dominates the extension coverage market and com- 
petes with private companies in other types of insurance. 


British Columbia (ICBC) 


Ine 1968;. ia Royal’ Commission. in B.C: criticized “the 
practices of the private auto insurance industry for pro- 
viding poor service, being unresponsive to their custom- 
ers' concerns, operating inefficiently and being overly 
selective in the risks they chose. After third party and 
accident benefits coverages became mandatory in 19/0, the 
problem of availability became more severe and in 1973 the 
Insurance Corporation of British Columbia (ICBC) was esta- 
blished and given exclusive rights to the entire auto in- 
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surance market. In 1976, private insurers were allowed to 
re-enter the market for voluntary extension coverage of 
vehicle damage, but ICBC continues to write virtually all 
automobile insurance policies. While both third party 
liability and accident benefits coverage remain compul- 
sory, B.C.'s plan differs from those in Manitoba and Sas- 
katchewan in that collision coverage is optional in B.C. 
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APPENDIX B: RATE-SETTING METHODS AND CRITERIA 
Saskatchewan 


Saskatchewan's Autofund rating system is broken into 
two components: vehicle insurance premiums and driver 
licence premiums. 


Vehicle insurance premiums are intended to reflect the 
variability of insurance costs for different automobiles. 
Both the average repair cost and the frequency of acci= 
dents of a given vehicle are considered in assigning dam- 
ageability ratings and premiums are then paid based on 
those ratings. Premiums for most new cars are between 
$300 and $500 with none over $660 (1985 rates)" 


Driver licence premiums are used to penalize drivers 
with poor driving records based on the fact that these 
drivers are more likely to be involved in accidents. Rat- 
ing points are assessed for various traffic offences (for 
example, excessive noise is 1 point, following too closely 
is 2 points, racing is 4 points, etc.). Premiums are then 
charged on the basis of how many rating points a driver 
has accumulated, as shown below. 


Class - Rating Units Basic Premium 
A - 3 or fewer Sep 
Be= 460r *5 S$: 25 
CP Hage or?/ 5.35 
D- 8 or 9 S55 
Ese OLOVor aE S P75 
Ei = )2 "or 13 S$ 95 
Gre SLOT GLO Sa Gl be 
H - 16 or 17 S135 
I - 18 or 19 S255 
Ke="20"on -25 Shp 
M - 22 or more - $175 plus $30 for each point over 


This scale punishes habitually reckless drivers, while 
holding back punishment until a driver has a substantial 
record of poor driving. 


Driver licence premiums are also assessed against 
drivers who have histories of at-fault (50% or more) acci- 
dents in which Autofund paid $105 or more. Each such 
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accident within the previous three-year period results in 
a $50 premium against the driver. A major complaint 
against this premium assessment is that fault is not vig- 
orously investigated and there is a tendency to assign 50% 
fault to each driver in a two-car collision, thereby cost- 
ing each driver $50. 


Manitoba 


Manitoba's Autopac plan is very similar to that of 
Saskatchewan, with some subtle but important differences. 
These changes are used to maintain simplicity and avoid 
any discriminatory labelling of driver groups. 


Vehicle premiums in Manitoba are based on the value 
and principal use of the vehicle only, so that a person is 
not penalized by the fact that other drivers of the same 
model automobile may be more prone to accidents. The use 
of automobile values rather than repair costs does not 
have much effect on premiums, but it does simplify the 
system by replacing a statistical exercise with the simple 
book of car prices. The inclusion of principal use also 
helps to raise the contribution from commercial and busi- 
ness vehicles which are more prone to accidents because 
they are on the road more. 


Manitoba's driver licence premiums are also slightly 
different from Saskatchewan's. While it works the same 
way as Autofund, Autopac emphasizes the driver premiums 
more heavily, shows more compassion for marginal drivers 
and punishes bad drivers more heavily. The assessment 
schedule, as shown below, jumps from no penalty to $150, 
thereby distinguishing very sharply between what are con- 
sidered good and bad drivers. 


Demerit Premium Demerit Premium 
Points Assessment Points Assessment 

O=5 S30 13 $287 

6 $150 14 $312 

7 $162 8 Soar 

8 Size 16 S362 

9 $187 Vy. S387 

10 S212 18 $412 

Li S237 19 $437 

12 S262 20 $462 


21 -andJvover $490 
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In the case of previous accidents, only accidents within 
the previous 12 months are considered and there is no 
charge for the first accident each year. Subsequent acci- 
dents, however, result in hefty charges of $150 each. 


British Columbia 


British Columbia's Autoplan uses a more complicated 
system for applying premiums, more closely resembling pri- 
vate sector methods. Five factors are considered in set- 
ting premiums: 


- yalue and age of the automobile (Rate Group) 

-~ the territory where it is principally operated 

- the purpose for which it is used (Rate Class) 

- the cost of prior years' claims under each rate 
= class 

-~ the claims record of the owner and/or driver. 


The first four factors determine the base rate premium and 
then the fifth factor is used to apply a discount or pre- 
mium. 


The size of the discount or surcharge is determined 
using a claims-rated scale. New drivers enter at the base 
rate and can move down (discount) one level for each 
claim-free year (maximum 4 levels or 40% off). Conversely 
each third party liability or collision claim paid results, 
in an upward (surcharge) move of three levels (no hime) 
The claim-rating scale is shown below. 


etc etc 

+ 12 +250% 
+ ll +225% 
+ 10 +200% 
+ 9 +150% 
+ 8 +125% 
+ 7 +100% 
+ 6 + 75% 
+ 5 + 60% SURCHARGE 
+ 4 + 45% 
+ 3 + 30% 
+ 2 + 20% 
+ 1 + 10% 
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BASE RATE 
=) Oh = LO 
eZ = 20%" SsDISCOUNT 
ae’, - 30% 
lieth. - 40% 


The long-lasting effects of a claim often justify paying 
minor claims yourself and using insurance only as security 
against the financial hardship that would be caused by a 
major accident. Afteri all, thatjisse they motivation efor 
insurance in the first place. 


This system is similar to those used by private indus- 
try in that it groups people based on what are considered 
important factors and then uses statistical methods to try 
to predict future claims to the group as a whole. Once 
chag psitdone, individual records” are used ™to ffine Ytune 
each premium assessment. 


APPENDIX C: ARGUMENTS FOR AND AGAINST PUBLIC OWNERSHIP 


FOR 
Premiums 


Reduced premiums due to 
investment income and 
operating efficiencies 
(see below). 


Efficiency 


Improved efficiency in 
terms of the fraction of 
premiums returned as 
claims as a result of: 


- non-adversarial system 
saves on legal and 
negotiating costs 


- restructured claims and 
settlement procedures 
which streamline claims 
and simplify systems 
for paying repair shops 


reduced delivery costs 


— economies of scale 


Fairness 


More equitable and fair 
compensation system 


AGAINST 


Lower premiums are an 
wilh sdiom t Peco ted fen bay 
hidden revenues (such as 
gas'® ‘bax)» arid. “subsidies 
(see below). Investment 
income salsoradirectly 
lowers private insurance 
premiums and _ potential 
efficiencies are negated 
by unions and the waste 
inherent” “<ini-ther«publac 
sector. 


The use of Intercompany 
Settlement Charts by 
private insurers already 
restricts!) thesivsesror 
courts: bfor prco liao 
cases to those in which 
doubt exists as to fault. 
Gradual decrease in 
efficiency due to union 
Mabon tcos us, poor 
incentive structure and 
the absence of a bottom 
Teer 63, Increased 
visibility and public 
scrutiny create the need 
for more documentation 
and internal checks and 
balances for decisions. 


Oversimplification of 
rating system is unfair. 


petaAUse- it avords. wun= 
predictable courts. 
Rates are set based on 
Lioay ,adas: ray ae: 
records so that unfair 
age and sex discrimina- 
tion is avoided. 


Hidden Subsidies 


ICBC subsidizes other 
government departments 
through: 


= Giscounctcs <to seniors 


and disabled 


mishospiisalé plans contrpbu- 
tions 


=~ Treemusesofeol CBC icom— 
puters 


Availability and 
Affordability 


No residual market 


AP ry. CLO provide 
affordable insurance to 
high risk drivers through 
subsidization. 


Law Enforcement 


means OL 
compulsory 


Eftheetive 
enforcing 
insurance. 
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safe drivers 
poor drivers 
susidized too 
much and incentives 
lessened. Tendency to 
oversimplify adjusting 
decisions by arbitrarily 
assessing equal fault in 
order to streamline 
operations. 


Uniair. see 
because 
would be 


Public plans are subsi- 
dized by: 


= Daying Pwo premium sor 
corporate taxes 


- free access to police 
records 

= Mmaintainings noreilvoss 

reserves 


Residual market is ade- 
quately served by the 
BPacriity "“AssOCctTation. 
Availability of other 
types of insurance may 
suffer if some private 
insurers leave. 


Hrghetraiski :driverseare 
already subsidized. 
Further subsidies would 
lessen incentives and be 
unfair to safe drivers. 


Investment Income 


Investment income is 
Wt wedi fin WwOnt ara, 
rather than being a drain 
on available capital. 


Quality of Service 


Public 
co: 


convenience due 


- one-stop shopping and 
claims adjusting 


- less hassle in settling 
claims 


- direct dealings with 
insurance companies. 


Profits 


Profits are’ used *to in- 
crease benefits, reduce 
premiums and absorb 
losses, rather than being 
distributed as dividends. 
Taxes not paid to Federal 
government. 


Pade, 


Integrated world capital 
markets are readily 
accessible from Ontario 
so this factor would have 
no effect on either the 
avarlabiiity iorin@ose sor 
capital. Also ,api982 
figures show that ICBC 
hasta2% voheditss Tundsy im 
Government of Canada 
bonds and bank deposits 
and-only i8%eein ch.t¢eara 
municipal bonds. 


Poorer service because 
there is no threat of 
losing a customer and 
public employees lack 
motivation. Studies of 
public perception also 
supporte thischvvewy of 


public companies. 


Loss of corporate taxes 
must be made up by in- 
creasing other taxes. 


Note: Ontario could ask 
for profit remission for 
private companies similar 
to private provincial 
power companies. 


Social Benefits 
Better organization of 
driver education and re- 
search programs due _ to 
centralized information 
and resources. 


In-province head office 
prevents cash flows to 
out-of-province head 
office. 


Greater commitment and 
responsiveness to social 
needs. 


Impact on Repair Industry 
and Costs 


Lower repair costs due to 
monopoly power over re- 
pair shops and more 
research into new repair 
methods. 


Start-Up=Difficulties 


Early difficulties are 
common to all businesses 
and: are.worth it for the 
long-term savings. 
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ope Gd ie education 
programs have been effec- 
tive. 


Most Canadian firms have 
head offices in Toronto 
and foreign firms also 
have large offices here. 


Potential for use as a 
political” vehicletrouio-— 
lating sound business and 
insurance practices. 
Need for mechanisms’ to 
control monopoly prices 
and practices. 


Private minis Ue rs 
presently get discounts 
from shops for promising 


volume, a practice which 
would be inappropriate 
for. a "public ‘company, 


May disrupt healthy com- 
petitiveness between 
repair shops by introduc- 
ing significant economies 
of scale, to a unionized 
oligopoly. 


Owais Cale ap.-o.b hems 
associated with starting 
such a large company from 
scratch. 


Confusion during change- 
over due to staggered 
policy renewals. 


Philosophical Issues 


Insurance premiums should 
be: 


~ based on individual re- 
cords 


- affordable for all 
tava lableatomald. 


- provide adequate com- 
HenSacion pibowm al! s.n- 
jured parties regard- 
less of fault 


=~ notietorce drivers 2 to 
contribute to private 
sector profits. 


Zod 


Tendency towards higher 


claims frequency during 
early stages as people 
take advantage of what 


they see as a bottomless 
public purse. 


The free market is the 
cornerstone of a free 
society. Lng @laams 
settlement pauibelstic 
insurance companies re- 
present the interests of 
society as a whole, 
rather than individual 
customers. Public owner- 
ship is not a solution to 


problems,..with- the 
products. Public opinion 
currently favours’ less 


government involvement. 


LOG 
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EXECUTIVE SUMMARY 


This chapter analyzes the Ontario automobile insurance 
market from the point of view of industrial organization, 
which is the branch of economics concerned with industry 
analysis. The first part of the chapter summarizes some 
of the main currents of the dominant paradigm in indus- 
trial organization, which links the outcomes produced by 
an industry to the structure of that industry. The second 
part of the chapter examines the structure of the Ontario 
auto insurance market. We conclude that: 


1. There is a large number of firms in the industry. 


2.2? trom™ 1074. coreg oy -eoncentration = in the ™aindustry > in- 
creased, while concentration fell between 1979 and 1984. 


3. The empirical evidence suggests that for automobile 
insurance, scale economies were non-existent. 


4, The insurance industry does not appear to exhibit 
economies of scope, which means that multiple line firms 
do not appear to enjoy any cost advantages relative to 
single line firms. 


5. During the period 1975 to 1984, there was significant 
entry into and exit from the automobile insurance indus- 
iy, 


6. Net exit from automobile underwriting between 1975 and 
1984 implies that industry profitability was below normal, 
in an economic sense, during the period. 


7. The structure of the industry makes collusion among 
firms extremely unlikely. 


8. The market for automobile reinsurance appears to have 
a competitive structure. There appears to be no differ- 
ence in the extent to which small and large firms rein- 
sure. 


9. The Registered Insurance Brokers Act (Ontario) deters 
entry into insurance brokerage, to the potential detriment 


of consumers. 


eeu 


INDUSTRIAL ORGANIZATION THEORY AND RESULTS 


Why Market Structure Matters 


This chapter presents an analysis of the structure of 
the Ontario automobile insurance market. Since the number 
of consumers of automobile insurance is quite large rela- 
tive to the number of companies writing that insurance, we 
shall focus on the sellers' side of the market. The 
rationale for examining market structure is that economic 
theory predicts that there are strong links between the 
structure of an industry and the competitive outcomes gen- 
erated by that industry. 


The two extreme examples of market structure are per- 
fect competition and monopoly. In the case of perfect 
competition, there are so many sellers of a homogeneous 
product that no one firm can influence the market clearing 
price. Competition in this market will drive the industry 
toward an equilibrium where prices are just sufficient to 
cover costs and provide firms with a normal return to cap- 
ital, where normal returns are just high enough to prevent 
firms from leaving the industry, but not sufficient to 
induce other firms to enter the industry. Another term 
for normal returns is 'zero economic profits', with the 
implicit idea that zero profit in an economic sense in- 
cludes a sufficient risk-adjusted rate of return to main- 
tain the, level of.capital,in- the industry. The effect %of 
perfect competition in the absence of cost advantages to 
large scale production (also referred to as scale econo- 
mies) is to force firms to produce using the most effi- 
cient combination of inputs and to charge prices equal to 
marginal cost (the cost of producing one more unit of out- 
put). It can be shown that when prices equal marginal 
costs throughout the economy, an improvement in one per- 
son's or group's welfare can only be achieved at the ex- 
pense of someone else, a condition known as Pareto opti- 
mality. This analysis leads economists to conclude that 
competitive markets which drive prices toward marginal 
cost facilitate an efficient allocation of the economy's 
resources. 


The perfect competition model incorporates some strong 
assumptions which may not always be fulfilled by real 
world markets. In particular, the results proved for per- 
fectly competitive markets depend on universal access to 
costless information, costless entry into and exit from 
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the industry, and the absence of scale economies. The 
costless information assumption means that neither con- 
sumers nor firms need to expend resources in order to in- 
form themselves about market conditions, including product 
quality and the prices charged by all firms. This may be 
a particularly unreasonable assumption for the automobile 
insurance market, where a significant fraction of insur- 
ance company expenses seem to be devoted to marketing the 
product. For example, total Ontario automobile insurance 
agency and acquisition expenses were 17.5% of premiums in 
1985, of which commissions to brokers accounted for 11.5% 
(source: Insurance Bureau of Canada, 1985 Expense Allo- 
cation Program). Of course, not all of these expenses can 
be counted as marketing expenses; given the available data 
we can only speculate. However, it is important to 
remember that the beneficial results which flow from per- 
fect competition do depend on the assumption that the pro- 
cess of competition does not itself consume resources. 


The other extreme form of market organization is mono- 
poly, an industry with only one seller. Unlike a perfect- 
ly competitive firm, the monopolistic firm does control 
price. If the goal of the monopoly is to maximize its 
profits, then it will charge more and produce less than 
would a perfectly competitive industry producing the same 
goods. Free from the pressures of competition, the mono- 
poly may also choose to operate less efficiently than a 
competitive firm, which means that a monopoly will not 
necessarily earn above normal profits. For example, con- 
sider Canada Post Corporation. In any case, absent scale 
economies, the unregulated monopolistic form of market 
organization is clearly not in the interests of consumers. 


The conclusions regarding monopoly are only true to 
the extent that the monopoly is able to deter other firms 
from entering its industry. If costless entry and exit 
from the industry are possible, then the ability of the 
monopoly to overcharge, underproduce and operate ineffi- 
ciently with respect to perfect competition is con- 
strained, since new entrants to the industry could under- 
cut the monopoly's prices and still earn at least normal 
profits. In fact, new entrants would be attracted to sit- 
uations where the monopoly was behaving precisely as de- 
scribed in the previous paragraph. This means that to the 
extent that markets are contestable, i.e., to the extent 
that costless reversible entry is possible, single-firm 
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industries will approximate the perfect competition equi- 
librium. In other words, the conditions of entry into and 
exit from the industry are important aspects of market 
structure. The theory of contestable markets develops 
this idea in its purest form (See W. Baumol, "Contestable 
Markets: An Uprising in the Theory of Industry Struc-— 
ture," American Economic Review, 1982). A contestable 
market is one where incumbent firms are vulnerable to 
costless so-called hit-and-run entry; cost conditions are 
the samefor all firms; there’ are’ no ‘sunk costs! of entry, 
and entry can occur before incumbent firms have time to 
respond. The performance of this market will be optimal 
in the sense that price will be driven to marginal cost, 
irrespective of the observed market structure. For exam- 
ple, Fama and Laffer show that even if there are only two 
firms in each industry, and perfectly free entry and exit 
forvéach* industry, then@each firm’ issin- effect aspertect 
competitor earning only normal economic profits (E. Fama 
and A. Laffer, “The Number of Firms and Competition," 
American Economic Review, 1972). Therefore, the theory of 
contestable markets offers a powerful alternative to 
structure-based theories by making entry and exit condi- 
tions fundamental and the number of firms irrelevant. 


Contestability theory has been criticized on the 
grounds that the assumptions that imply vulnerability to 
hit-and-run entry ignore the empirical reality of most 
industries, where incumbent firms do have potential advan- 
tages over potential entrants. For example, some models 
have focused on the entry deterring properties of consumer 
brand loyalty, which may itself be a function of previous 
years' marketing decisions by incumbent companies. Never- 
theless, contestability theory has underlined the impor- 
tance of assumptions about sunk costs in the analysis of 
entry conditions. 


While the theory of contestable markets assumes that 
sunk costs do not exist, the literature on strategic entry 
deterrence focuses on the ways in which sunk costs can be 
used to maintain positions of market dominance. In gener- 
al, the theory of entry deterrence involves a commitment 
by the existing firm to spend money on some 'strategic' 
variable such as advertising, research and development, a 
distribution system or manufacturing capacity up to a 
level where the expected payoff to an entrant would be 
zero or negative. It is vital that the investment by the 
incumbent firm be irreversible, otherwise the investment 
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by the incumbent could be undone in the event of entry, 
and so would not affect the potential entrant's decision. 
For example, abstracting from legal restrictions, an in- 
cumbent could announce that if entry occurred, it would 
set prices below average cost in order to render the 
entrant unprofitable. However, this strategy would cause 
PhcaaincuNbentAidsny tokancun samashort-rinaloss.ifevthe 
entrant were forced to leave, or a long-run loss if the 
entrant remained in the industry. Whenever the incumbent 
firm raised prices above average cost, entry would be pro- 
fitable. Therefore, a reversible entry deterring policy 
which implies sacrifice for the incumbent firm is unlikely 
to be viewed as credible, because no rational incumbent 
would choose to implement this strategy. 


The previous analysis is founded on short-run consi- 
derations where the prospect of future entry by a queue of 
potential entrants is not considered, and where uncertain- 
ty about the true nature of the incumbent is not a factor. 
When we allow for these elements, the analysis becomes 
much less straightforward, because we must model how po- 
tential entrants form expectations about an incumbent's 
likely response, given information about the incumbent's 
previous behaviour. In particular, an incumbent's reputa- 
tion - possibly for short-run irrational behaviour - may 
be sufficient to deter entry. If, for example, a poten- 
tial entrant's management assumed that the incumbent would 
accept protracted subnormal profitability resulting from a 
price war, even though this would not be optimal in the 
long run for the incumbent, then entry would be unlikely. 
The concept is similar to the idea of deterrence used in 
formulating military strategy. As long as other players 
can be convinced that threats will be carried out, then 
the threats are credible. To the extent that an incumbent 
firm has demonstrated a history of strong reaction to 
entry, it seems probable that future entry will be de- 
terred. 


Perhaps the most important lesson of the theories con- 
cerning entry and exit conditions is that those conditions 
matter to the outcomes generated by an industry. Given 
the restrictive assumptions of contestability theory, we 
cannot dismiss structure as irrelevant in most real world 
examples. We must, however, consider any legal or other 
factors that could inhibit entry into the industry, along 
with our assessment of structure, in order to have a com- 
plete picture of competitive conditions in an industry. 
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The two models, perfect competition and monopoly, pro- 
vide a description of extremes, and all industries in 
practice fall somewhere between them. The position of any 
particular industry can be located along this spectrum by 
examining the structure of that industry in terms of the 
number of firms and ease of entry and exit. As we move 
through the spectrum from industries with a large number 
of firms to industries with only a few firms, we expect 
that profitability will rise from the normal level to the 
supernormal level of monopoly. 


Most markets can best be described by oligopoly, the 
case where there are few sellers. Obviously, the defini- 
tion of "few" is somewhat subjective; however, oligopoly 
implies that each seller has the ability to influence mar- 
ket prices and the behaviour of its rivals. While there 
are many formal models of particular aspects of oligopoly, 
there is no one universally accepted description of the 


consequences of this form of market organization. The 
problem is that the key feature of oligopoly is interde- 
pendence of firms: the actions of all the individual 


firms in an oligopoly are affected by the actions of other 
firms. This interdependence gives rise to the possibility 
of many different outcomes for prices, output and profit- 
ability in a given oligopoly situation. 


In general, most oligopoly models focus on the deter- 
minants of successful cooperation among firms in order to 
achieve results similar to those which would be obtained 
under monopoly. In order for collusion to be successful, 
the companies must form a cartel in which there are 
acceptable rules for assigning market shares, detecting 
cheating by member firms and punishing cheaters. The 
problem for the industry is that while it always pays to 
form a cartel, it also always pays member firms to cheat 
on the cartel, so that there is natural instability in a 
collusive oligopoly. The reason that it always pays firms 
to form a cartel is that by coordinating member efforts, 
the cartel can reduce output below the competitive level, 
Causing an increase in price above marginal cost. JHow- 
ever, at the cartel optimum, characterized by low produc- 
tion and high prices with respect to the perfectly compe- 
titive solution, any cartel member can earn positive eco- 
nomic profits simply by increasing its output and selling 
it at a price just below the cartel price. To the extent 
that all cartel members engage in this form of cheating, 
the cartel will break down and the industry will behave as 
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if it were perfectly competitive. We can draw some gen- 
eral inferences about the likelihood of the existence of a 
sustainable cartel from an examination of market struc- 
ture. In particular, it will be easier to find agreement, 
coordinate price and output decisions, and police member 
behaviour when the number of firms comprising the cartel 
is relatively small. Policing a cartel requires identi- 
fying and punishing firms that break cartel rules. lige 
there are many firms in the industry, then the effect of 
cheating by any one member of the cartel will probably 
have a small impact on each other firm, so that retal- 
iation by any one firm will probably be unjustified by the 
resulting potential gains to the punishing firm. With 
fewer firms in the industry, the actions of any one firm 
will be more visible and the relative benefits of punish- 
ment probably greater. Therefore, the probability that a 
successful cartel will be established is inversely related 
to the number of firms in the industry. It is likely that 
the smaller the number of firms, the greater the prob- 
ability of non-competitive prices. 


Economic theory has identified many plausible reasons 
for a positive relationship between market power, the 
ability of firms to elevate price above marginal cost, and 
market structure. A key element of market structure is 
the number of firms in the industry, although other im- 
portant aspects of structure include barriers to entry 
into the industry by potential rivals and exit from the 
industry by existing competitors, as well as the extent to 
which buyers from the industry are themselves organized. 
Nevertheless, the relationship between the number of firms 
in the industry and market power is not perfect. It is 
possible for an industry with many firms to operate as a 
cartel and for an industry with only two or three compa- 
nies to achieve a perfectly competitive outcome; however, 
these cases are unlikely exceptions to the general theory. 


Structure, Conduct and Performance 

The analysis of market structure forms part of the 
general approach of economics to the analysis of indus- 
tries which has become known as the structure-conduct- 
performance model. In fact, we used this model in the 
previous section to draw inferences about the conduct and 
performance of industries from an examination of their 
structure. Basically, the structure-conduct-performance 
model implies that the key to understanding and predicting 
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the performance of an industry in terms of profitability, 
growth, marketing strategy, technological progress, etc., 
is to be found in the structure of the industry. While we 
focused on the number of firms as the most important ele- 
ment of structure in the previous section, structure also 
includes factors like the ease of entry into the industry, 
the cost conditions under which production occurs, and the 
price elasticity of demand for the product (price elastic-— 
ity of demand is essentially a measure of the degree to 
which consumers are sensitive to price in deciding how 
much to buy). The conduct of firms, which we expect to be 
heavily influenced by the structure of the industry, in- 
cludes the objectives of the firms, their price-setting 
behaviour, marketing and investment strategies, and be- 
haviour toward rivals. Conduct generates the industry's 
performance, which includes profitability, allocative and 
technological efficiency, and any other social goals of 
interest. Figure 1 presents a list of the elements of 
structure, conduct and performance, starting with the 
basic conditions which characterize the industry's envi- 
ronment. Performance, particularly allocative efficiency, 
the degree to which price equals marginal cost, depends on 
the conduct of buyers and sellers in areas such as im- 
plicit and ‘explicit cooperation or “rivalry, marketing 
strategies and product development, to name three of the 
many aspects of the behaviour of market participants. For 
example, we expect prices to exceed marginal cost when 
firms collude, either explictly or implicitly. Conduct in 
turn depends on the structure of the market, which can be 
characterized by the number and size distribution of 
buyers and sellers, cost conditions in production, bar- 
riers to entry and exit by sellers, product differentia- 
tion and the presence or absence of substitutes. 
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FIGURE 1 


The Structure, Conduct, Peformance Model 


Basic Conditions 


Supply Demand 
Raw Materials Price 
Sensitivity Substitutes 
Technology Rate of Growth 
Unionization Purchase Method 
Pronuce Durability Marketing Method 
Cyclical/Seasonal 


Public Policies 


Market Structure 


Number of Sellers and Buyers 
Product Differentiation 
Barriers to Entry 

Cost Conditions 

Vertical Integration 
Conglomerateness 


Conduct 


Pricing Behaviour 
Product Strategy 
Advertising 

Research and Innovation 
Capital Spending 

Legal Tactics 


Performance 
Technological and Allocative Efficiency 


Other’ SocraleCcrureria 


(Fromé« Scherer. (F .M; Industrial Market Structure and 
Economic Peformance. — Houghton Mifflin Company, 1980). 
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Of course, there are feedback effects not discussed 
above. For example, structure itself depends on the past 
conduct of buyers and sellers, which may be determined by 
past performance. In particular, we would expect some 
firms to exit from a chronically unprofitable industry, 
causing a change in structure, in this case an increase in 


concentration. Furthermore, the analysis of market 
structure alone cannot be used to draw inferences about 
conduct and performance. For example, increased seller 


concentration makes collusion among sellers easier but 
does not guarantee that cooperation will actually occur. 
Nevertheless, since market structure has been found to 
have a strong influence on conduct and performance, any 
industry analysis must begin with a discussion of struc- 
ture. The idea that the structure of an industry largely 
conditions the activities of the companies in that indus- 
try means that we shall emphasize the nature of the indus- 
try rather than the nature of the firms in the industry. 
In other words, structure is fundamental. 


While actual concentration is likely to be an extreme- 
ly important determinant of price and profitability, there 
are several constraints on the behaviour of any industry. 
These constraints are environmental, from the viewpoint of 
the industry, in the sense that they are external to the 
industry. In particular, the presence of substitutes 
limits the power of an industry over its customers. The 
reason for this result is quite straightforward. A sub- 
stitute good is defined as one which has a high cross- 
price elasticity of demand with the good in question. 
Essentially, this implies that when the price of good x 
rises, the consumption of its substitute good rises more 
than proportionately. Economics textbooks often assert 
that jam and marmalade are substitutes. Furthermore, the 
presence of potential entrants checks monopolistic ten- 
dencies in oligopolistic industries, as contestability 
theory demonstrates. Finally, a large number of companies 
is no guarantee of competition, but simply means that in 
the absence of non-government-sponsored cooperation, col- 
lusion is more difficult. 


Economic Definition of the Market 


Most theoretical economics deals with a homogeneous 
product, and the implicit assumption is that there are no 
close substitutes for that product. For practical work, 
it is necessary to define "the good", "the market", "the 
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firm" and "the industry". Defining the good can become 
quite complicated, although for the purposes of this study 
it is straightforward because there are really no substi- 
tutes for automobile insurance. In general, economists 
rely on the concept of cross-price elasticities of demand 
to identify products and markets, or else they use the 
standard industrial classification. The definition of the 
firm is somewhat problematic because most firms produce 
many different products for different markets. Ideally, 
the "firm" of interest to industrial economists is the 
division of an actual company producing for a single mar- 
ket. Finally, when we speak of the industry, we can only 
use data on current participants in the market, since we 
cannot observe the set of firms which might enter the 
business. Furthermore, there is an important geographical 
component to the definition of the market. For example, 
we could examine the market for a particular good at the 
level of Toronto, Ontario, Canada, North America, or the 
world. It is important to remember that the measured 
levels of concentration will depend on the definition of 
the product and the market. In general, the more restric- 
tive the definition, the greater the concentration. For 
example, concentration for meat packing will be greater 
than for the food industry as a whole. Furthermore, the 
Ontario market for a given product will be more concen- 
trated than the Canadian market. 


Measurement of Market Structure 


While economic theory suggests that the vigour of com- 
petition is related positively to the number of firms in 
the relevant industry, the degree of inequality can also 
matter. For example, an industry with 100 sellers, each 
with a 1% market share, is likely to be very different 
from another also with 100 sellers, one with a 90% market 
share while the remaining 99 produce 10% of industry out- 
put. A simple measure that accounts for inequality is the 
n-firm concentration ratio, which is the sum of the market 
shares of the n largest firms. The most common are C4, 
the four firm concentration ratio; C8, the eight firm 
recto sseand. C20snt hel 20yfirn watic. 


There are no firm benchmarks for these concentration 
ratios which we can use to infer collusion or competition. 
We can be reasonably sure that it will be easier to 
enforce collusion in an industry where C4 is 90% than in 
one where C4 is 15%. Furthermore, we must use some judg- 
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ment in assessing the implications of concentration ratio 
data since these measures ignore the constraints on the 
industry imposed by the presence of substitutes and poten- 
tial entrants. Nevertheless, concentration ratios provide 
useful points of comparison across industries or within an 
industry across time. 


A graphical method for presenting the information from 
a set of n-firm concentration ratios is the Lorenz curve, 
which plots the percentage of total industry sales ac- 
counted for by any given fraction of the total company 
population, with the firms ranked in order of market 
share. 


If all firms had the same market share, then the 
Lorenz curve would be a straight line. The Lorenz curve 
approach has two main disadvantages. First, because the 
Lorenz curve is simply a measure of inequality, there is a 
danger of drawing paradoxical inferences when an industry 
is comprised of a small number of equally sized firms. For 
example, the Lorenz curve for a duopoly (an industry with 
two firms) with firms of equal size is a straight line, 
but this does not imply that monopoly power is absent in 
this case. The second problem with the Lorenz curve is 
that its shape is sensitive to errors in defining the num- 
ber of firms in the industry. The more borderline firms 
included, the higher the implied degree of inequality. 


A measure of concentration which takes into account 
both the number of firms in the industry and their rela- 
tive sizes is the Herfindahl index, which is defined as 
the sum over all firms of the square of each firm's market 
share. For a pure monopoly, the value of the Herfindahl 
index is 1.0. As the number of firms increases, the value 
of the Herfindahl index falls. Conversely, as the degree 
of inequality among firms rises, so does the value of the 
Herfindahl index. Because market shares are squared, the 
Herfindahl index places more weight on the values for 
large firms. 


While the n-firm concentration ratio and the Herfin- 
dahl index are quite different in theory, in practice 
these measures tend to yield similar industry rankings and 
have highly correlated values. Scherer (1980) reports a 
correlation of .94 between C4 and H (the Herfindahl index) 
for U.S. manufacturing industries, (a correlation of 1.0 
implies a perfect linear relationship) and other authors 
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have observed this close relationship (see, for example, 
Re Kilpatrick, Review of Economics and Statistics, May 
1967). 


The previous discussion has focused on seller concen- 
tration; however, analogous results and measures hold for 
the buyer side of the market. In particular, buyer power 
increases as the number of buyers declines, and we can 
describe the demand side of the market using the same 
measures we applied to the supply side. 


The Determinants of Market Structure 


Market structure is not simply random, but rather 
arises from underlying economic conditions. Any attempt 
to assess whether a particular market structure is appro- 
priate for an industry therefore needs to be founded on an 
appraisal of these conditions. 


Cost conditions can have a significant effect on the 
degree of concentration. Consider an industry where each 
firm faces different average costs at different levels of 
output as described by Figure 2 (average cost is simply 
Lotal costidivided iby unitroutput). 
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In this situation, a firm with a high level of output 
can produce at a lower average cost than a smaller firm. 
Situations like this arise where the ratio of fixed cost 
to variable cost is relatively large. In economic terms, 
this industry is characterized by scale economies, other- 
wise known as increasing returns to scale. The level of 
output at which average cost flattens out is known as min- 


imum efficient scale. Where there are scale economies, 
the number of firms is determined by the size of the mar- 
ket relative to minimum efficient scale. For example, 


consider an industry where the minimum efficient scale is 
100,000 units per day and market demand is 1,000,000 units 
per day. Assuming normal competitive interaction, the 
maximum number of firms in the industry is 1,000,000/ 
100,000, which equals 10. 


Related to the concept of scale economies is the 
learning curve phenomenon, first documented in aircraft 
maunftacturingy (seeveMy Porter yhiCompetitive: ’Stratesy..6= 
Basic Books, 1980). The learning curve describes the 
reduction in unit costs associated with increases in cum- 
ulative output. This is simply a way of saying that firms 
learn by doing. To the extent that the learning curve 
describes an industry, then the incumbents in that indus- 
try have an advantage over potential entrants, since the 
incumbents have built cumulative output volume and there- 
fore yiacew lower funittrcosts “thanéctheirn potential: rivals: 
Of course, technological change can nullify learning curve 


effects. Furthermore, incumbent firms must keep their 
experience proprietary in order to use it as a:barrier to 
entry. To the extent that potential entrants can buy 


expertise, the learning curve is no longer an entry 
deterrent. 


Economies of scope offer firms a potential way of cir- 
cumventing the disadvantages of being small in an industry 
characterized by scale economies. Essentially, economies 
of scope exist when unit costs for a firm which competes 
in several markets are lower than unit costs for indivi- 
dual firms operating in single markets. Economies of 
scope arise because of shared expenses across industries. 
For example, a firm may use one distribution system to 
service several different products. Similarly, a company 
may be able to use one head office to manage several busi- 
ness lines. In the insurance industry, it may be the case 
that small firms can share expenses across several differ- 
ent product lines and therefore maintain their competitive 
position in the face of larger rivals. 
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Aside \from cost conditions, marketing strategy” may 
influence industry structure. In particular, brand loyal- 
ty resulting from promotion and product policy may render 
consumers relatively insensitive to price, and may hinder 
entrants' attempts to win market share. Here, marketing 
strategy serves a dual role: it erects a barrier to entry 
(structure) and facilitates the maintenance of prices in 
excess of marginal cost (conduct). The idea that market- 
ing strategy, referred to by industrial economists as 
product differentiation, might deter entry and raise the 
profitability of incumbent firms, is seminal (see J. Bain, 


Barriers to New Competition. — Harvard University Press, 
1956). Bain cites high levels of advertising-to-sales 


ratios as a major source of product differentiation bar- 
riers, but recognizes that other aspects of product dif- 
ferentiation include product design and control of dis- 
tribution channels. While one might argue that as long as 
potential entrants are not forced to pay costs greater 
than incumbents have already payed, there is no asymmetry 
and therefore no entry barrier, it seems clear that adver- 
tising has anticompetitive potential for two reasons. 
First, advertising may reduce the elasticity of demand, in 
effect making consumers less sensitive to the prices char- 
ged by a particular company. To the extent that a firm 
can use advertising to make consumers believe that there 
are no good substitutes for its product, it can raise 
prices above marginal cost. Inatpartieulanyoateican me 
shown that (P- MC)/P=1/ED, where P is the price charged, 
MC is the firm's marginal cost, and ED is the elasticity 
of demand for the firm's product. ED is here defined as 
-(P/Q)*(dQ/dP), where Q is the quantity consumed and dX 
means the change in X, which means that elasticity of 
demand is simply the percentage change in consumer demand 
induced by a one percent change in price. It is easy to 
see that as consumers become less price sensitive, in 
other words as consumers reduce their demand by less for a 
given price change, then the price cost margin (P-MC)/P 
rises, The alternative view of advertising is that it 
simply conveys information to consumers without affecting 
their demand elasticity and therefore without affecting 
price. We shall cite some empirical evidence to suggest 
that the former theory of the effect of advertising is 
correct. The second reason why advertising may be anti- 
competitive is that there may be scale economies in adver- 
tising. Comanor and Wilson argue that media volume dis- 
counts create these scale economies (W. Comanor and T. 
Wilson, "Advertising, Market Structure and Performance," 
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Review of Economics and Statistics, 1967). Furthermore, 
given its nature as a semi-fixed cost (fixed costs do not 
vary with output), advertising induces scale economies. 


Another area in which economies of scale can act as an 
entry barrier is research and development. Some authors 
have found economies of scale in some aspects of research 
and development (see D. Mueller and J. Tilton, "Research 
and Development Costs as a Barrier to Entry," Canadian 
Journal of Economics, 1969). 


The presence of economies of scale not only in produc- 
tion but also, perhaps, in advertising and research poses 
a dilemma for entrants, which are forced to enter at the 
large scale needed to match incumbents' costs, thereby 
increasing the financial and business risks of the new 
venture, or enter at a lower, less risky scale and suffer 
the resulting disadvantage in unit costs. Advertising and 
research expenditures are particularly risky because 
spending on these items cannot be recovered in the event 
that the new entrant fails. To the extent that capital 
markets are risk averse, under these conditions entrants 
will face a higher cost of capital than incumbent firms, 
which will create another cost disadvantage for entrants. 


This brief review of industrial economics theory has 
highlighted a fundamental prediction of industrial econom- 
ics. Where the number of firms is small and barriers to 
the entry of new firms can be erected, it is likely that 
price will be maintained above marginal cost and firms 
will earn supernormal profits. In other words, structure 
interacts with entry barriers to produce superior profit- 
ability. Of course, the theory on the nature and effect 
of these entry barriers is somewhat speculative, and some 
of it is open to debate among economists. It is therefore 
worthwhile to examine the empirical evidence in order to 
test the validity of the theoretical predictions about the 
effect of market structure on industry performance. 


The Price and Profit Consequences of Market Structure 


Statistical evidence has generally supported the pre- 
dictions concerning the impact of market structure on in- 
dustry profitability summarized above. Joseph Bain con- 
ducted pioneering work in the field by attempting to sepa- 
rate the profit consequences of concentration and barriers 
to entry for a sample of 20 U.S. manufacturing industries. 
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Bain defined very high barriers to entry as existing in 
industries where firms had the ability to hold prices 10% 
or more above minimum unit costs without inducing signif- 
icant new entry, and substantial barriers to entry as 
existing where firms could maintain prices 5 to 9% above 
minimum unit costs without inducing entry. Bain sorted 
the oligopolistic industries into those with C8 greater 
than 70% and those with C8 less than or equal to /0&%. 
Bain's results are summarized in Figure 3. 


FIGURE 3 


Effects of Concentration and Entry Barriers 


on Return on Equity 
Entry Barriers 


Concentration Very High Substantial Low 
1947-1951 
High 1920 14.0 15.4 
Moderate = L2e5 OF 
1950-1960 
High 16.4 Ue ee 169 
Moderate =i baZ oo 


Table reports average industry return on equity. 


(Source: 1947-1951: Bain, Joe. Barriers to New Competi- 
tion. — Harvard University Press, 1956. 


1950-1960: Mann, H. Michael. "Seller Concen- 
tration, Barriers to Entry and Rates of Return 
in Thirty Industries," Review of Economics Sta- 
tistics, August 1966.) 


As predicted, the more concentrated industries had 
generally higher rates of return than the more fragmented 
industries. Furthermore, the highly concentrated indus- 
tries with very high entry barriers had substantially 
greater rates of return than the highly concentrated 
industries with lower entry barriers. The evidence is 
based on a rather subjective definition of entry barriers. 
Furthermore, Bain's use of return on equity as a measure 
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of profitability is flawed, because return on equity is a 
function of both return on assets and leverage (the extent 
to which the company uses debt in its capital structure). 
Since we are interested in profitability rather than the 
effects of capital structure, the variable of interest is 
return on assets; however, Bain presents no information 
which allows us to disentangle the 'real' and 'financial' 
effects. Nevertheless, Bain's results do lend some sup- 
port to the theory that the interaction of concentration 
and entry barriers determines industry profitability. 


Subsequent studies of the determinants of industry 
profitability used the statistical technique of multiple 
regression analysis on larger samples of industries. 
Essentially, multiple regression measures the effect of 
each explanatory variable on some dependent variable, 
holding the effect of all other explanatory variables con- 
stant. Here, we are interested in the effect of concen- 
tration on profitability, holding all other variables con- 
stant. A typical example of this work is Weiss' study of 
1963 U.S. Census of Manufacturers data for 399 industries 
(L. Weiss, "The Concentration-Profits Relationship and 
AntotcrustlsiniH.caGoldschmidvet adv. .:edstn+ Industria l.Con- 
centration: The New «Learning, --—). Little; Brown, 1974). 
Weiss found that industry price-cost margins were posi- 
tively and significantly associated with seller concentra- 
tion, the ratio of capital to output, the ratio of adver- 
tising to sales and past output growth. These results are 
typical of the vast majority of studies of the concentra- 
tion-profitability relationship as found by Weiss in his 
survey of 54 papers on the subject (see above). The over- 
whelming majority of these studies have some measure of 
success in statistically relating the basic structural 
variables to profitability. Concentration in one form or 
another usually has a significant positive influence. At 
least some of the variables used as proxies for entry bar- 
riers, particularly advertising intensity (defined as the 
advertising to sales ratio), usually prove significant in 
any particular study. Nevertheless, there are two impor- 
tant caveats associated with this body of empirical work. 


The first problem is one of statistical methodology. 
Most of the empirical work in industrial organization 
relies on single equation techniques which, in effect, 
ignore the feedback linkages from performance and conduct 
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tO Structure. In’ ‘the language’ of statistics, ‘these 
studies suffer from simultaneous equations bias, making 
the conclusions we draw from them somewhat unreliable. 
One study which attempts to overcome this problem esti- 
mates three simultaneous equations explaining advertising 
intensity, concentration and the price-cost margin (see S. 
Martin, "Advertising, Concentration and Profitability: The 
Simultaneity Problem," Bell Journal of Economics, 1979). 
Martin finds that the most important influences on the 
price-cost margin are positive effects due to advertising 
intensity and the growth rate of demand, together with a 
negative effect of the percentage of domestic sales 
accounted for by imports, while concentration is insigni- 
ficant. In a similar study for Canadian data, advertising 
and a measure of scale economies were positive and signif- 
icant determinants of price-cost margins, while concentra- 
tion was significant only when the measure of scale econ- 
omies was excluded (see V. Gupta, "Structure, Conduct and 
Performance in Canadian Manufacturing Industries: A Sim- 
ultaneous Equations Approach," PhD dissertation, Uni- 
versity of Toronto, 1977) #. Tt!) is) not appropriate to infer 
from these studies that concentration is irrelevant for 
two reasons. First, as we have shown, concentration it- 
self depends on scale economies. In a comprehensive sim- 
ultaneous equations study of Canadian industry, Caves, 
Porter and Spence conclude that "scale economies wield 
their influence on profits through concentration and not 
as the separable influence hypothesized by the traditional 
theory of entry barriers" (R. Caves, M. Spence and M. 


Porter, Competition in the Open Economy. — Harvard Univer- 
spi’ Press, 7: T980¢e pase 254)4 Second, the concentration 


measures used in these studies are themselves flawed, 
since they exclude foreign firms which may account for 
large fractions of given markets. 


The second problem with the statistical work on the 
relationship between market structure and profitability is 
that this work tends to ignore capital market considera- 
tions. In particular, the price-cost margins reported as 
the dependent variables either ignore altogether an imput- 
ed cost of capital, or simply use some benchmark interest 
rate without adjusting it for the risk of the particular 
business. Modern finance theory predicts that the return 
on the equity component of a firm's capital structure is a 
positive function of the extent to which the firm's 
returns are high when returns on the risky asset market as 
a whole are high (this theory is known as the capital 
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asset pricing model, or CAPM). One implication of CAPM is 
that different firms are quite likely to have different 
returns on equity in equilibrium, which means that an 
observation of high profitability in one industry relative 
to another may simply illustrate the relative risks of the 
two industries. 


In summary, the statistical evidence does not reject 
the hypothesis that more highly concentrated industries 
protected by entry barriers tend to earn higher rates of 
return than less concentrated industries without entry 
barriers. One explanation of this tendency toward greater 
profitabilityivass that wexpliciny and lamplicip collusion 
among firms is easier in more highly concentrated indus- 
tries. However, much of the empirical evidence can be 
CEmbie 1 ZeGimeom . Stabistecabeartinanci aledand wdetinttiionad 
grounds. A priori, we cannot conclude that concentration 
alone is evidence of market failure or excess profitabil- 
ity. However, we can conclude that lack of concentration 
gives us very strong grounds for believing that collusion 
and excess profitability are unlikely to be present. 


THE STRUCTURE OF THE ONTARIO AUTOMOBILE INSURANCE MARKET 


Giyenselhegepredictions)» of? iindustrvali organization 
theory, we can draw some tentative conclusions about the 
state of competition in the Ontario automobile insurance 
market by examining the structure of that market. In 
order to correctly apply the theory, we need accurate 
definitions of the market and the firm. 


Definition of the Market 


Most work on market structure uses total revenue as a 
Bescoipton \ofatirmisizeo? Insprincipile ,ycthisrampliesathat 
for the automobile insurance industry, we should use net 
premiums written, which are simply direct premiums written 
less reinsurance ceded to other companies (or plus rein- 
Surance accepted). However, at the provincial level, we 
only have data on direct premiums written by a company 
(see Superintendent of Insurance for Ontario, Annual Re- 
port, 1986, which presents 1984 data). Nevertheless, it 
can be argued that direct premiums written does provide 
some information about the relationship between consumers 
and individual companies which is excluded from the net 
premiums written measure. Consider a hypothetical indus- 
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try where consumers deal with a monopoly retailer which 
purchases its goods for resale from a competitive indus- 
try. Since in this example, consumers are dealing with a 
monopoly, they will probably pay higher prices than they 
would if the competitive industry supplied them directly. 
Similarly, when firms cede reinsurance, they are in effect 
acting as retailers to consumers. In order to measure the 
relative market power of consumers and insurers, we need 
to consider total sales to consumers by individual com- 
panies. 


Direct premiums written does have flaws, chief among 
which is that it gives no information about the market 
power of reinsurers. If, for example, a large number of 
firms retailed insurance which they then ceded to a mono- 
poly reinsurer, then the direct premiums measure would 
drastically understate the degree of market power in the 
industry. 


Another problem that arises in defining the market is 
that there are in fact several sub-markets for automobile 
insurance in Ontario. For example, taxicab owners face a 
very different insurance market than non-commercial driv- 
ers. This means that even if the overall insurance indus- 
try appears to be competitive, certain consumers may 
actually face a very limited choice of companies willing 
to offer them auto insurance. Given the aggregated nature 
of public statistics on the automobile insurance market in 
Ontario, it is practically impossible to do more than pre- 
sent interview-based evidence on the structure of these 
sub-markets. The particular sub-markets we shall be con- 
cerned with are taxicabs, long-distance trucking, farm 
equipment, Northern Ontario, bad drivers and small towns. 
Therefore, most of the evidence on market structure pre- 
sented here will apply strictly to insurance for non- com- 
mercial drivers for whom access to brokers and/or agents 
is available. 


Definition of the Firm 


In 1984, there were 157 companies writing automobile 
insurance in Ontario (source: Superintendent of Insurance 
for Ontario, Annual Report for Business of 1984, Toronto, 
1986). This figure overstates the true number of economic 
entities, since many of these firms had the same owner. 
For example, the Economical Group owned Waterloo Insur- 
ance, Economical Mutual Insurance, Missisquoi and Rouville 
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Insurance and Perth Insurance (source: Canadian Insurance 
Statistics. — Toronto, 1987). We shall define a group as 
the collection of all insurance companies with the same 
owner. There were 112 groups writing insurance in Ontario 
in 1984, of which 63 accounted for 99.09% of direct premi- 
ums written. While it is impossible to know whether the 
companies in a given group act independently or otherwise, 
it is true that ownership confers legal control, which 
includes the power to coordinate the activities of group 
members. Given this potential control, it is reasonable 
to proceed with the assumption that the relevant entity 
for economic analysis is the group. 


FIGURE 4 


Market Shares of Leading Ontario Automobile Insurers 


Share of 
Company/Group - 1984 Direct Premiums Written 
Co-Operators Insurance 9.39% 
State Farm Insurance 6.88% 
Royal Insurance Group Dah 
Economical Group ai vatey A 
Pilot 4.90% 
Allstate Insurance 4.207 
General Accident Assurance 3.97% 
murich 3.64% 
Dominion Group 3 240% 
Safeco Insurance Group 3, 6% 
Commercial Union Assurance 3.00% 
Home ORs oy! 
Phoenix Continental Group 25a 
Fireman's Fund 2.49% 
Travellers Canada Group 2.27% 
Wawanesa Yigsia kel § 
Scottish & York 20052 
Simcoe Erie Group LE97% 
Canadian General Group 1.927 


Gore Mutual 1.602 
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Share of 


Company/Group - 19/9 Direct Premiums Written 
Royal Insurance Group 329% 
Co-Operators Insurance 113864 
Canadian General Group 5e3o% 
State Farm Insurance 5a85% 
Allstate Group SeOLG 
Dominion Group 4.96% 
Economical Group ey! 
Zurven 4.40% 
Commercial Union Assurance Agike2y, 
Fireman's Fund S097, 
General Accident Assurance 5 pial! 
EL LOt 3,034 
Phoenix Continental Group Dee b 
Travellers Canada 1.93% 
Gore Mutual b. 92% 
Liberty Mutual Group 1.76% 
Wawanesa 1, 70% 
Guardian ele cy 
Constitution Insurance ¥e42% 
Scottish’ & “Yark 17307 
Share of 
Company/Group - 1974 Direct Premiums Written 
Co-Operators Insurance 8.61% 
Royal Insurance Group 7-25) 
Dominion Group 6.46% 
State Farm Auto Saree 
Economical Group 4.40% 
Zurich frau 6 
Allstate Group 32927 
Pilot 2.o0% 
General Accident Assurance 25an% 
Guardian 2 5% 
Commercial Union Assurance 2, 30% 
Travellers Canada Group 2.29% 
Gore Mutual 23.18% 
Hartford Fire 2.00% 
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Share of 
Company/Group - 1974 Direct Premiums Written 
Wellington 1.99% 
Wawanesa 193% 
Lumbermens Mutual 1.74% 
Canadian General Group 65% 
Home 1, 50% 
Lloyd's e267 
(Source: Superintendent of Insurance of Ontario. Annual 


Report. — Toronto, 1986.) 


Concentration and Market Shares: 1974 to 1984 
Figure 4 (page 248) presents the market shares for 
automobile insurance in Ontario of the top 20 groups for 


1974, 1979 and 1984. Figure 5 shows some of the turnover 
in market share rankings from 1974 to 1984. 


FIGURE 5 


Turnover of Rankings by Market Share 


Company/Group Ranking by Market Share 
1984 1979 1974 
Co-Operators General 1 Z 1 
State Farm Auto 2 4 4 
Royal Insurance Group 3 1 2 
Economical Group 4 7 5 
Pavot 5 iL 8 
Allstate Insurance Group 6 5 ik 
General Accident Assurance 7 i 9 
Zurich 8 8 6 
Dominion Group 9 6 3 
Safeco Group 10 25 26 
Commercial Union Jus 9 Tha 
Home 12 ya 19 
Phoenix Continental Group 1s ie 30 
Firemans Fund of Canada 14 10 29 
Travellers Group 15 14 be 
Wawanesa 16 17 16 
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Company/Group Ranking by Market Share 


1984 1979 1974 
Scottish & York iv, 20 2/ 
Simcoe Erie Group 18 4] 59 
Canadian General Group 19 3 18 
Gore Mutual 20 15 13 


(Source: Superintendent of Insurance for Ontario. Annual 
Report. — Toronto, 1986.) 
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The data in Figure 5 indicate that there was some sta- 
bility in rank by market share among the industry leaders 
between 1974 and 1984. For example, of the top 10 firms 
in 1984, 7 were in the top 10 in 1979 and 9 were in the 
top 10 in 1974. The group comprised of the llth to 20th 
largest firms showed slightly more vardabibaty 2. .Oanehe 
llth to 20th largest in 1984, 5 were in this group in 1979 
and 6 were in this group in 1974. Furthermore, three com- 
panies or groups, Co-operators General Insurance, State 
Farm Auto and the Royal Insurance Group, were consistently 
among the top four companies in each of 1974, 1979 and 
1984. Of course, there were exceptions to the general 
pattern of stability over 1974 to 1984. The Canadian Gen- 
eral Insurance Group's rank rose from 18 in 19/74 to pean 
1979, only to fall back to 19 in 1984. “In addition, the 
Simcoe and Erie Group's rank increased from 59 in 19/74 to 
PSiean 119792 Nevertheless, the information in Figure 5 
suggests that companies that were large in 1974 tended to 
be large in 1984. 


A more formal test of these propositions regarding the 
evolution of market shares between 1974 and 1984 is a re- 
gression of 1984 market share on 1974 market share for 
each company. Linear regression is simply a technique for 
plotting a line through a scatter of points. The particu- 
lar line is chosen in order to minimize some criterion 
function, in this case the sum of the squared deviations 
between the actual data points and the line itself. The 
form of the regression equation is simply: 


Yt] Aut BS 
where Y is the variable to be explained (the dependent 


variable) and X is the variable on which Y depends (the 
independent variable). Figure 6 reports ordinary least 
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squares parameter estimates for the regressions: 


SOM(i,1984) 


A + IBS SOM 4 1974) 


and 


SOM(i,1984) At D SON (1 1979) 

where SOM(i,19xx) is the market share as measured by di- 
rect premiums written for firm i in year 19xx, and the 
parameters A and B are constants to be estimated. 


The magnitude of the estimate of B gives us informa- 
tion about the evolution of market share across firm 
sizes. For example, if the value of B is 1.0, then on 
average the market shares for all companies in the second 
period are equal to the market shares in the first period. 
Since this is a statistical relationship, a value of 1.0 
for B does not mean that market shares are equal in the 
two periods for each company, simply that on average the 
shares are equal. The R-squared statistic reports the 
closeness of the linear approximation. An R-squared of 
1.0 implies a perfect fit of the regression line to the 
data, while an R-squared of 0.0 means that there is no 
linear relationship between the dependent and independent 
variables. Appendix 1 proves that if B equals 1.0, then 
the large firms maintained their market share. Similarly, 
if “Bis greater than 1.0, the large firms of ‘the initial 
period increased their market shares, while if B is less 
than 1.0 it implies that large firms lost market shares 
over ‘the “period #(this ‘resultiiats due: to 1G. “Quirinjet al., 


Competition, Economic Efficiency and Profitability in the 


Canadian Property and Casualty Insurance Pndustay.. =: 
Toronto, 1974). 





FIGURE 6 


Evolution of Market Share, 1974 to 1984 


Regression: SOM(1984,i)=A+B*SOM(1979,i) 


A=0,23 
B=0.69 
R-squared = ./9 
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Regression: SOM(1984,i)=A+B*SOM(1974,1) 


A=-.01 
B=.98 
R-squared = .80 


a 


The regression results suggest that between 1974 and 
1984, large firms maintained their relative positions 
since the estimate of B for that period is close to 1.0. 
Similarly, between 1979 and 1984, the large firms of the 
initial period lost market shares, since the estimate of B 
forsthat) periodjis..0.69. 


Lorenz curves for 1974, 1979 and 1984 reported in 
Figure 7 provide a graphical summary of the distribution 
of market shares over the period. In general, the extent 
of inequality among firms' market shares increased be- 
tween 1974 and 1979, as the Lorenz curve shifted further 
away from the 45 degree equality line. Between 1979 and 
1984, the curve shifted in the direction of more equality 
among firms. 


While the top 20 firms in the industry accounted for 
no less than two thirds of direct premiums written in any 
year from 1974 to 1984, market share rankings for firms in 
that group provide only a partial description of the in- 
dustry's structure. The concentration ratios in Figures 8 
to 12 reveal some significant trends in the evolution of 
the structure of the Ontario automobile insurance market, 
while Figure 13 provides concentration ratios for other 
industries for the purpose of comparison. 
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FIGURE 8 


Concentration Ratios for Ontario Automobile Insurance 


C4 C8 C20 H 
1974 27.43 Lv Me he, 66009 0.03248 
E975 28.90 44,28 Oy a2 0303509 
1976 30.46 47.86 71.88 0.03944 
1977 SU Dab 4 2ik 10. 0.04657 
1978 36.66 54,21 7930) 0.05426 
L979 SOeG? eho eer be, 83.48 0.05589 
1980 ep eee an este, Fiieoe 0.04745 
1981 S1ieL0 48.34 toe sz 0.04242 
1982 Zig@iik 44,51 71.80 Us esnl 3 
E953 27.94 44.84 P3693 GS WAee 
1984 Zoe 44,53 ped 0.03702 


(Source: Superintendent of Insurance for Ontario. Annual 
Reports, 1974-1984). 
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According to all four measures of concentration - C4, 
C8, C20 and H - concentration rose sharply from 1974 to 
1979, fell just as rapidly between 1979 and 1982 and sta- 
bilized in 1983. For example, C4 peaked 36.89% in 1979, 
declined to 24.57% in 1982 and increased to 27.82% by 
1984. The other measures of concentration behaved in the 
same way. Of course, these numbers are really only mean- 
ingful when measured against some yardstick. For example, 
the Herfindahl index decreases with increases in the num- 
ber of firms in the industry and increases with rising 
inequality among a given number of firms. Furthermore, 
the Herfindahl index has a value of 1.0 for a monopolistic 
industry and approaches 0.0 for a perfectly competitive 
one. Therefore, the Herfindahl index for Ontario automo- 
bile insurance shows that: 


i) the industry comes close to having a perfectly 
competitive structure, since H < 0.06 over 1974 
to 1984; and 


ii) inequality among firms in terms of market share 
increased between 1974 and 1979, and declined 
between 1979 and 1984, 


In general, the concentration ratios show that the 
automobile insurance industry had roughly the same struc- 
tuneuin 1984. as Ate did, Gn $1974, “and that. thats structure 
was approximated best by the model of perfect compe- 
teaxtsvon { 


Figure 13 presents national concentration ratios for 
selected industries in order to facilitate comparison with 
the real world, as opposed to theoretical, market struc-— 
tures. Since we are comparing a provincial industry with 
national industries, it is important to recall the fact 
that a given industry will usually appear more concen- 


trated as the relevant geographical scope narrows. For 
example, Canada has many newspapers, while Toronto has but 
three. However, even taking this bias into account, the 


Ontario automobile insurance industry appears quite com- 
petitive. In particular, 1984 values for C4, C8, C20 and 
H were lower for the Ontario automobile insurance industry 
than for the unweighted average of the sample of Canadian 
industries. In conclusion, the Ontario automobile insur- 
ance industry has a competitive market structure. Fur- 
thermore, the structure of the auto insurance industry was 
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competitive in 1984 as it was in 1974, and more so than in 
1979. 





FIGURE 13 


Concentration Ratios for Selected Canadian Industries 
1980 (except as indicated) 
































Banking (Assets, 1987) 
Banking (Loans, 1987) 
Dairy @roducts 

Misc. Pharmaceuticals & Resins 
Childrens' Clothing 

Pulp & Paper Mills 
Publishing 

Iron Foundries 

Machine Shops 

Motor Vehicle Mfrs. 
Logging 

Flour & Breakfast Cereal Mfrs. 
Rubber Products 

Plastics Fabricating 
Boatbuilding 

Mfrs. of Major Applicances 
Paint & Varnish Mfrs. 
Jewellery & Silverware 
Tobacco Products Industry 
Fish Products Industry 
Leather Glove Factories 
Carpet and Rug Mfrs. 


(Source: Banking: The Canadian Bankers' Association, 
Financial Statistics, 1987: Second Quarter. 






SSS eee Re Oe 






Other: Statistics Canada. Industrial Organiza- 
tion ana” Concentration an Manuifacturin Minin 


and Logging Industries. — Ottawa, 1980.) 
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Market. Structure. in Reinsurance 


The structure of the Canadian auto reinsurance indus- 
try is more concentrated than that of the auto insurance 
industry, however, the reinsurance market still appears to 
be competitive. In 1986, 38 firms accepted automobile 
reinsurance in Canada. Figure 14 presents concentration 
ratios for automobile reinsurance based on net automobile 
premiums written. 


FIGURE 14 


Concentration in Canadian Automobile Reinsurance, 1986 


C4 46.89 
CS amOueein 9 
C20. #9205 
H 0.0805 


(Source: Canadian Insurance/Agent and Broker Statistics, 
1987.) 


The value of the Herfindahl index for the automobile 
reinsurance market is close enough to 0.0, the perfectly 
competitive benchmark, to support the hypothesis that 
anti-competitive conduct by reinsurers would be extremely 
difficult to organize and maintain. 


While non-comparable data sets do not allow us to 
determine net premiums earned in Ontario automobile insur- 
ance we can use national automobile insurance data to 
infer the extent to which small firms were more likely to 
cede insurance to reinsurers than large firms. In par- 
ticular, we regress reinsurance ceded on direct premiums 
written for a sample of 59 companies, dividing both sides 
of the equation by assets to correct for heteroskedasti- 
city. For the model: 


RE =a, + b. x DPW 
where RE is reinsurance ceded, DPW is direct premiums 


written, and a and b are constants, we have reinsurance as 
a fraction of direct premiums written as: 
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DPW DPW 


RE. a ra ot 


If a is equal to zero, then on average, firms reinsure a 
constant fraction of direct premiums written. However, if 
it is greater than zero, then small firms reinsure a high- 
er proportion of direct premiums written than large firms. 
Figure 15 presents parameter estimates for :thissmwegres- 
sion. For both specifications, we find that the value of 
the constant terms, a and c, are not significantly differ- 
ent from zero, because the standard errors of these co- 
efficients are large with respect to the magnitudes of the 
coefficient estimates. On average, all size classes of 
automobile insurance companies ceded roughly 33% of direct 
premiums written to reinsurers. 
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FIGURE 15 


Automobile Reinsurance as a Function 
of Direct Premiums Written 


Model 1) RE = atbxDPWte 


Moidteds 7:2.) RE +. G al oe DPW Cont 
Assets Assets Assets 
Parameter Estimate Standard Error 
a -1762 5859 
b ras 2 7 0.0414 
C 0.0364 QO. O30 
d 0.0340 OS05/0 


R-squared: Model 1) .5150 
Modedv (12), e726 
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Sub-Markets for Automobile Insurance 


The market share and concentration statistics reported 
in the previous section are for automobile insurance as a 
whole, and therefore overstate the degree of competition 
in the industry. This is because drivers in certain 
groups do not really have access to all of the companies 
writing insurance in the province. In particular, the 
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operators of motorcyles, long haul trucks (particularly) 
to United States destinations), public buses, funeral 
hearses, ambulances and taxicabs face a restricted choice 
among insurers, as do high risk category private passenger 
vehicle operators. Given the limited available data, we 
could only speculate about concentration in these sub- 
markets, however, we do have public data on the fractions 
of these groups insured by the Facility Association. The 
Facility Association is "an unincorporated non-profit 
aSSOciat lon hot ouisurersiir.g, ¢ which provides automobile 
insurance for owners and operators of motor vehicles who 
may otherwise have difficulty obtaining such insurance." 
(Facility Association, Presentation to Task Force on 
Insurance in Ontario, Toronto, February 1986, from "Notes 
to Financial Statements"). If a substantial proportion of 
a particular group insures through the Facility Associa- 
tion, we can tentatively conclude that that group faces a 
restricted menu of voluntary insurers, since Facility 
Association clients are usually unable to obtain insurance 
from any other carrier. Figure 16 reports the Facility 
Association share of selected Ontario sub-markets. 


FIGURE 16 


Facility Association Share of 
Selected Ontario Sub-Markets 


(Percent) 
By Vehicles Insured 1982 1984 1986 
Private Passenger 220 29 lant) 
Farmers O45 0.9 0.8 
Motorcycles 2249 20x65 246 
Snow Vehicles ory SS veo 
Commercial 1.9 233 3.5 
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By Premium 1982 1984 1986 
Interurban Trucking Sad Gn 2395 
Taxicabs LO 19.2 46.0 
Public Buses eT 260 Poe 
School and Hotel Buses 2.4 ee 2u5 
Funeral and Ambulances 2 Ons BOSD 
Miscellaneous Public Ora PRY | Jigs 
Garage i. SES Leo 


(Source: Facility Association) 





These statistics highlight potential problems concern- 
ing the availability of insurance for taxicabs, interurban 
trucking, public buses and motorcycles. Furthermore, re- 
course to the Facility Association has grown dramatically 
for taxicabs, interurban trucking and public buses between 
1982 and 1986. Since these groups appear to belong to 
very different insurance markets than private passenger 
vehicles, it is not clear that the high degree of consumer 
choice and potential competition indicated for Ontario 
automobile insurance as a whole by the market share and 
concentration data can be inferred for these sub-markets. 
Our conclusions about the degree of competition in the 
industry will be subject to these potential exceptions. 


Cost Conditions in Insurance 


The cost structure of the automobile insurance indus- 
try is important because it has implications for the de- 
gree of competition in that industry as well as for the 
socially optimum industry structure. For example, the 
presence of scale economies, a situation where for a given 
range of output, average cost exceeds marginal cost re- 
sulting in declining average cost as output rises, creates 
a barrier to the entry of relatively small companies. 
Furthermore, if scale economies exist over the entire re- 
levant output range, then the most cost-efficient vehicle 
for providing services is a regulated monopoly, either 
privately owned (e.g., Bell Canada) or a Crown Corporation 
(e.g., Ontario Hydro). 


Measurement of cost conditions in the Ontario automo- 
bile insurance industry is complicated by two factors. 
First, we do not have data on output, the number of poli- 
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cies written. In fact, since automobile insurance poli- 
cies are not directly comparable, it is not clear that 
this data would be particularly informative. Second, most 
insurance companies write multiple lines of insurance as 
shown in Figure 1/7. 


FIGURE 17 


Fraction of Groups Writing Multiple 


Lines of Insurance, 1985 


Percentage of Groups 
Lines Written Canadian British Other Combined 


Auto, Personal 


and Commercial S252 JRO Vie s ] Sow 
Auto and Personal 
16.4 16.7 2 Wa3 Memes 
Auto and Commercial 
Auto only 1.4 Shs) 4,9 3.4 
(Source: Federal Superintendent of Insurance, Report, 


1986.) 


Since most groups write multiple lines of insurance, 
it is reasonable to conclude that there is some cost ad- 
vantage from so doing. For the purposes of this study, 
the implication is that costs incurred in underwriting one 
line of insurance may depend on activity in other lines. 
Consider a situation where a given amount of insurance in 
two lines, x and y, is to be written. Suppose firm A 
writes both lines at a total cost of TC,. One alternative 
is to have separate firms write the insurance in each 
line. In particular, let firm B write the given amount in 
ine x, at a total cost of TCR, and firm C write the given 
amount in linety, at a totalacost of TC. If IC,<TC.+ICh, 
then it is cheaper to combine the two lines in one firm. 
Economists characterize this situation as exhibiting 


"economies of scope", In general, economies of scope 
arise when producing several different commodities re- 
quired shared inputs. Cost allocation in this case is 


difficult. For example, both passenger and freight trains 
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share the same track, and the cost savings arising from 
eliminating the duplication of that track are obvious. 
However, determining the correct cost share of each aceia 
vity is probably impossible. Our problem is therefore to 
disentangle the effects of economies of scale and econo- 
mies of scope in a situation where we can only proxy for 
output. 


Several results from the theoretical literature are 
useful here (this material is from R. Willig, "Multi- 
product Technology and Market Structure," American 
Economic Review, May 1979, pp. 346-351). For the case of 
products, Wb and 2 .)produced an quantities q, and q, 
respectively, let c(q,,q,) be the total cost of producing 
q, and q,, C(q,,0) be the total cost of producing only q, 
and C(o, qy) be the total cost of producing only q,. The 
degree of economies of scope D, is given by: 


D = C(q,,0)+C(0,q,)-C(qy,q49)- 





C(q4q9) 


D is simply the ratio of the cost savings from combining 
the two activities in one firm to the total cost of pro- 


ducing both goods in one firm. In order to measure the 
degree of product specific returns to scale, consider 
first the incremental cost of a product line. Clearly, 


this is just the extra cost of adding the production of 
that line to the other outputs of the firm. 


Continuing our notation, the average incremental cost 
Cee DLOGuUCT ls 1s; 


AdGuloke = C(q1+4,)-C(0,q,). 
i) 


The degree of product specific returns to scale for 
product 1 is therefore: 


g <= AIC, (q) 
C, (q) 


where C,(q) is product l's marginal cost. This is simply 
a way of determining whether average cost declines as the 
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output of a particular product rises in a situation where 
there are economies of scope. If average cost is greater 
than marginal cost, then the production of one more unit 
causes average cost to decline, and economies of scale are 
present. Therefore, in the multiproduct case, there are 
product specific economies of scale when s;>1, disecono- 
mies when s;<l and constant returns to scale when Bara. 

In order to model insurance industry costs, we use a 
specification which allows us to separate out scale and 
scope effects. This specification does not allow for 
interaction effects, which means that it does not allow 
LOns tie possibility ) that) marginals ccosts inmonealine yot 
insurance depends on other lines; however, aside from this 
restriction, the model is capable of describing any type 
Ole cost), LUNCTILON. In particular, we specify total cost 
(TGjas: 


TC = f+g NPE,+hNPE’ ,+jNPE,+KNPE~,, INPE,+mNPE, 

where f-m are constants whose values are to be estimated, 
NPE, is net premiums earned in automobile underwriting, 
NPE. net premiums earned in personal lines and NPE. mee 
premiums earned in commercial lines. Since we do not ob- 
serve the number of policies written, we are forced to use 
data on net premiums earned. This changes the precise 
interpretation of our results, but does not bias our con- 
clusions, so long as we are willing to accept the hypothe- 
sis that an individual firm's price setting power is mini- 
mal, For price-taking firms, our calculated marginal cost 
is true marginal cost divided by the market price, while 
calculated average cost is true average cost divided by 
price. Therefore, these models are capable of correctly 
testing for declining average cost over a particular out- 
put range. For this model: 


Marginal cost (auto) g + 2hNPE, 
Da of 
IC 
AICy g + hNPE, 
g + HNPE 
Sa A 


g so 2nNPE,. 
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The interpretation of these results is straightfor- 
ward. If the estimate of parameter f is positive, sig- 
nificant and greater than zero, then there are economies 
of scope. If the estimate of parameter h is significantly 
less than zero, then there are scale economies in writing 
automobile insurance. 


The regression model we use to fit the parameters 
through m relies on a number of restrictions in order to 
produce best linear unbiased estimates with meaningful 
test statistics (measurements of the significance of those 
estimates). An important assumption required by our ordi- 
nary least squares method is that the variance of the 
errors in the above regression be independent of the ex- 
planatory variables in that equation. There is some evi- 
dence that this assumption is violated. In statistical 
terms, the model suffers from heteroskedasticity. When 
heteroskedasticity is present, ordinary least squares 
estimation places more weight on the observations with 
large error variances than on those with small error vari- 


ances. The fitted regression line will guarantee a very 
good approximization in the large variance position of the 
data. Due to this implicit weighting, ordinary least 


Squares parameter estimates will be inefficient, which 
means that the variances of the estimated parameters are 
not the minimum variances. Since we use these variances 
tomiconstruct: t-tests) tor thes ‘sienificancey of tindividual 
parameters, heteroskedasticity will bias our tests in 
favour of rejecting the significance of a given parameter. 
However, parameter estimates will still equal the values 
of the true parameters. To correct for heterosked- 
asticity, we use the technique of weighted least squares, 
which simply divides through each side of the regression 
equation by some variable related to the variance of the 
error. In this case, dividing through by total assets 
solves the problem. Figure 18 presents the results of 
regression for the model while Figures 19 and 20 plot the 
errors of these regressions against the independent var- 
iables. Data are for 64 firms for the year 1985 (source: 
Federal Superintendent of Insurance. Report, 1986). Our 
unit of measurement is thousands of dollars. 


To test for economies of scope, we examine the null 
hypothesis that f=0, while the test for economies of scale 
considers the null hypothesis that h=0. The appropriate 
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statistic for this type olf*hypothesis is simply the t- 
statistic: 


; = parameter estimate. 
standard error 


For the result of the heteroskedasticity adjusted model, 
we have: 


es =0.302, 


ch OF230.; 

Even at the 25% significance level, t=.677 (approximately) 
for this sample size. Hence, we cannot reject the null 
hypotheses that f=0, h=0. This implies that we cannot 
reject the hypothesis that insurance underwriting is not 
subject to economies of scope, or the hypothesis that auto 
insurance underwriting is not subject to economies of 
scale. In other words, we find that in auto insurance 
underwriting, small firms are not, on average, at a cost 
disadvantge vis-a-vis large firms. 


DEL 


FIGURE 18 


Scale Economies Regressions 
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Other Entry Barriers 


Absent any cost or product differentiation-based bar- 
riers to entry, government regulation may serve to inhibit 
entry into the insurance industry by conferring advantages 
on incumbent firms, or simply making entry more costly 
than necessary. Insurance underwriters are required by 
the provincial Insurance Act to maintain total capital and 
surplus of at least $1,000,000 or more at the discretion 
of the Minister of Consumer and Commercial Relations. Of 
this amount, S500¢000 must ‘be’ paid jin ‘capital, e whale 
$250,000 must be unimpaired surplus. Underwriters must 
also deposit approved securities with the Minister worth 
$25,000 if they operate in the Ontario market only, and 
$50,000 if they operate in other jurisdictions as well as 
Ontario. Furthermore, the federal Department of Insurance 
requires that every $3.00 of premium written by a company 
must be supported by $1.00 of capital. 


There is no evidence to suggest that these require- 
ments inhibit entry into the industry. First, these regu- 
lations apply equally to incumbent firms and potential 
entrants. Second, the federal regulation concerning the 
ratio of premiums to capital has an equal effect on all 
sizes of company, for it requires larger companies to 
raise more capital than smaller ones. Finally, the mini- 
mum amounts of capital required by the Province seem 
easily supported by the Canadian capital markets, although 
this assertion is based on judgment rather than on hard 
data. 
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FIGURE 21 


Entry and Exit in Ontario Automobile Insurance, 
1975 to 1984 


Number |Average DPW,*| Number |Average DPW,* 
Year of Firms|/]Current Year |of Firms |Previous Saar 
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Standard 
Deviation 2,042 


*DPW = Direct Premium Written ($000) by Group 





(Source: Superintendent of Insurance for Ontario. Annual 
Reports. — Toronto, 1974 to 1986.) 


Entry and Exit in Ontario Automobile Insurance 





A more direct test of whether barriers to entry exist 
in automobile insurance is simply an examination of the 
entry and exit experience of the industry. Figure 21 
gives the number of firms entering and leaving the Ontario 
industry over the period 1974 to 1984. Entry is defined 
as the appearance of a group in the Ontario Superinten- 
dent's report which did not write any business in the pre- 
vious year's report. Exit is defined as the disappearance 
from the report of a group which did write business in the 
previous year. 


The industry's entry and exit experience for 1975 to 
1984 shows that companies did not face barriers to entry 
or exit, since over that period, 67 groups entered while 
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67 left, producing. a/inety loss .ofaq@0 kexoups.j.y This: data 
suggests that the scale economies under which firms oper- 
ate have been insufficient to deter entry into the indus- 
try. While at the group level, entrants were 38% larger 
than exiters between 1975 and 1984, the standard deviation 
of average direct premiums written was over twice as large 
for entrants as for firms leaving the industry. Further- 
more, the relatively small size of the entrants confirms 
our finding that auto insurance is not characterized by 
economies of scale. 


The Insurers Advisory Organization 


The Insurers Advisory Organization (IAO) publishes 
recommended rates for automobile insurance based on the 
formula that for every $1.00 of premium income, $0.72 
should be allocated to claims settlements and increases in 
reserves, and $0.28 should be taken up by operating ex- 
penses and taxes. There is no mechanism which forces 
insurance companies to actually charge these recommended 
rates. The existence of an organization which recommends 
prices might seem anti-competitive. For example, we do 
not observe a (hypothetical) Supermarket Advisory Organi- 
zation publishing recommended prices for food items. How- 
ever, IAO membership is voluntary, and only approximately 
half of the companies writing auto insurance in Ontario 
belong (source: IAQ). It is possible that the IAO could 
facilitate implicit collusion among insurers by giving 
them a mechanism to coordinate their pricing policies. 
However, it is unlikely that the IAO serves this function. 
Even if the industry or a group of firms in the industry 
attempted to use the IAO to coordinate their prices, there 
appears to be no industry mechanism for punishing firms 
which cheat on IAO recommendations. This means that if 
the IAO were to set its recommended prices above costs so 
that firms charging IAO prices could earn supernormal pro- 
fits, it would always pay any firm to discount from those 
prices. By discounting a little, the cheater would gain 


market share, thereby increasing its profits. Since all 
firms would have an incentive to cheat, IAO prices set 
above costs would not be sustainable. It is therefore 


unlikely that the IAO facilitates implicit collusion among 
insurers. 
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Insurance Brokers and Agents 


Automobile insurance companies market their product 
either directly, using their own agents, or through insur- 
ance brokers who sell insurance for several different com- 
panies. In effect, insurance brokers retail insurance for 
the companies, earning an average commission of approxi- 
mately 11.5% of premium (based on Insurance Bureau of Can- 
ada: 1985 Expense Allocation Program, agency and acqui- 
sition costs). In Ontario, insurance brokers are governed 
by the Registered Insurance Brokers Act, which gives the 
Registered Insurance Brokers of Ontario (RIBO) the power 
to interpret and administer the rules of the Act. Insur- 
ance brokers and brokerage companies are not allowed to be 
involved in second businesses unless RIBO deems the other 
business to be appropriate. For example, automobile deal- 
ers would be prohibited from offering insurance brokerage 
services to their clients. Furthermore, part-time employ- 
ees are not allowed to act as insurance brokers. 


Brokerage companies are also subject to regulation. 
In particular, the majority of a brokerage company's 
shares must be held by registered insurance intermedi- 
aries, although this restriction does not apply to corpo- 
rations where the proportion of shares not held by regis- 
tered intermediaries has not increased since October l, 
1981, or corporations which were listed on a Canadian 
stock "exchange prior LO -Oetober 1] 1981. # er rems*-anemre= 
quired to carry errors and omissions insurance of at least 
$500,000 and fidelity of at least $100,000. Finally, 
sales promotions by brokers are restricted. 


These regulations clearly confer significant economic 
benefit on insurance brokers. Potential competitors such 
as trust companies and automobile dealers are prohibited 
from competing in offering insurance. Part-time employees 
are also prohibited from competing with full-time brokers. 
New brokerage firms are prohibited from using promotions 
to inform=the@public of ‘their*éxistence?’"Post=1961 “bro= 
kerage firms are denied some of the flexibility in raising 
capital enjoyed by pre-1981 brokerages. The effect of 
these regulations is to limit the extent of competition in 
automobile insurance brokerage by restricting entry and 
constraining the behaviour of entrants. The relevant 
question for public policy is whether the Province ought 
to limit competition in the brokerage business. 
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The usual rationale for allowing self-governing pro- 
fessions to prohibit certain forms of competition is that 
professional regulations are necessary to ensure quality 
which, a priori, may be impossible for consumers to 
measure. For example, a lay person cannot judge the qual- 
ity of a physician before, and perhaps even after, being 
treated. One could argue that comparison of that phys- 
ician's record of success with those of other physicians 
indicates quality, but this type of policing would come at 
the expense of allowing incompetent doctors to practise 
until their reputations forced them out of the market. 
Along with self-government on quality, professions are 
usually allowed to restrict competition in ways that would 
be illegal for most businesses. For example, it would 
have been impossible for individual doctors to advertise 
their prices during the period of extra-billing in 
Ontario. 


In effect, the Registered Insurance Brokers Act allows 
brokers to behave like a self-governing profession rather 
than an ordinary business. The Act appears to shelter 
brokerage firms and individual brokers from competition, 
to their probable economic benefit, and to the potential 
detriment of consumers. 


Conclusions 


This study has examined the structure of the Ontario 
automobile insurance industry using standard results and 
techniques from the field of industrial economics. We 
have also briefly examined the insurance brokerage market. 
Based on our examination of market structure, we conclude 
that the Ontario automobile insurance industry is competi- 
tive, in the sense that economists use the term. We do 
not find evidence that economies of scale or economies of 
scope were significant. Furthermore, substantial entry by 
relatively small firms over the period 1975 to 1984 im- 
plies that the industry is not protected by entry barri- 
ers. Therefore, we find no structural evidence to support 
the claim that insurance companies are earning supernormal 
profits. Indeed, the net exit from the industry over the 
period 1974 to 1984 suggests that risk adjusted automobile 
insurance industry profitability may have been sub-normal, 
in the economic sense of that term. We also conclude that 
the structure of the automobile reinsurance market is rea- 
sonably close to the stylized model of perfect competi- 
tion. We do find legal barriers to entry in the insurance 
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brokerage industry, based on some of the provisions of the 
Registered Insurance Brokers Act. We question whether the 
entry deterring provisions of the Act are necessary to 
ensure consumer welfare. 
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APPENDIX 1: INTERPRETING THE MARKET SHARE REGRESSION 


Part of our analysis of changes in market shares over 
time used regression coefficients to determine whether 
larger than average firms tended to gain or lose shares. 
Quirin et al. (1974, pp. 48-49) derive the interpretation 
for the regression coefficients, which we reproduce here, 


We are concerned with the regression: 
som(i,t) = At+B*som(i;t-4) , 
where som(i,t-j) is the market share of firm i at time t, 
wile “A and B are ‘constants. Defane: ss(77t)) as 
som(i,t)-AVG, where AVG is the average market share at 


time t. The ordinary least squares estimator of B, B, is 
defined as: 


N 
Bee ae Sto sai a) 


Reidy, tig) 
i=l 
(assuming there are N firms in the industry). Quirin et 


al. prove that this estimator can be rewritten as: 


N 2 
aye it eae ed Gg emu et jit) Ss SD 
Rieke (4% t= 49 s(int)) 
i=l 


squared deviation. Quirin et al. state: "Since there are 
a large number of firms in the industry, the average 
[squared deviation] will be small [so that] this factor 
will weight the impact of the larger companies more heav- 
ily. This weight is always positive." The second term 
will be positive, implying that the estimate of B will be 
greater than 1.0, when: 


ijelie tj) oO cand s(t, > Sstiet ap 
2) he (it es Ovand «5 Gt) <stae ta 


The first condition says that for a large company, which 
implies that s(i,t-j)>0, B is greater than 1.0 whenever 
that firm increased its market share. The second con- 
dition says that for a smaller than average company, B is 
greater than 1.0 whenever that firm's market share de- 
clined. 
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Since the number of firms is large, the weights are 
much higher for the large firms, which means that we can 
infer that the change in ‘large firm market shares was 
approximately one minus the estimated value of B. 
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HISTORICAL DEVELOPMENT OF REGULATION IN THE UNITED STATES 


As in a number of other forms of economic regulation, 
Massachusetts appears as the innovator among the United 
States with an 1818 statute requiring the filing of insur- 
ance companies' annual financial statements with the state 
comptroller. While this constituted a reporting re- 
quirement additional to that imposed on other corpora- 
tions, its basic purpose seems to have been purely fiscal, 
to permit the determination of liability for state taxes. 
By 1837, this limited fiscal objective became an attempt 
to influence economic performance, as companies were re- 
quired to establish reserves and to maintain a fund which 
would ensure their ability to carry out their contractual 
obligations. The motivating factor in this initiative 
seems to have been the New York fire of 1835 which de- 
stroyed 700 buildings and bankrupted most of the fire in- 
surance companies in business in that state. 


Boards of Commissioners of Insurance were established 
in New Hampshire (1851), Massachusetts (1852) and a number 
of other states shortly thereafter. These were replaced 
or supplemented by the establishment of full-time insur- 
ance departments in Massachusetts (1855), New York (1860) 
and elsewhere. A legal challenge to this exercise of 
state regulatory jurisdiction was rejected in 1869 on the 
ground that it did not interfere with interstate commerce 
because insurance was not commerce. The state super- 
vision of insurance was established at about this time 
only in the more sophisticated jurisdictions; only 17 
states had insurance commissioners by 1890 and most of 
those had settled back to review annual reports and pro- 
cess licence applications. The major concern of regula- 
tors was solvency; the Chicago fire of 1871 led to claims 
in excess of $100 million and bankrupted 68 of the 302 
fire insurance companies involved. A major fire in Boston 
the next year produced claims of $50 million and put an- 
other 25 insurers out of business. Improved rating sys- 
tems installed by rating agencies in the wake of these 
disasters made the fire INSuTAapce business profitable by 
the latter part of the century. 


Concern over a variety of dubious practices in the 
insurance industry led to the appointment, in New York, of 
the Armstrong Committee, which proposed a variety of re- 
forms in the life insurance industry in 1906, and the Mer- 
ritt Committee which did the same for the fire and 
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casualty business in 1911. As a consequence of these pro- 
posals, New York regulation was tightened considerably. 
Because of the importance of New York as a financial cen- 
tre, as well as because of its importance as an insurance 
market, most companies had to meet the new New York stand- 
ards and these became de facto national standards in the 
decades that followed. New York's enforcement applied to 
all companies doing business in that state, enabled most 
states to rely on New York's initiatives in this area so 
that in many states such rate regulation as existed was 
often pro forma, and simply accepted the proposals put 





forward by the rating bureaus involved. Rather more 
attention was paid to the review and examination of annual 
financial statements filed with the Commission. These 


were allocated among Commissioners in the various states 
for review by a committee of the National Association of 
Insurance Commissioners. 


The depression of the 1930s brought with it a number 
of complaints about insurance companies and their prac- 
tices. In particular, questions were raised about the 
rate-fixing activities of the rating bureaus which had 
been given a quasi-official status under the Merritt re- 
forms. This in turn led to an antitrust action against 
the Southeastern Underwriters Association. On an appeal 
on the question of jurisdiction, the U.S. Supreme Court 
ruled that insurance was commerce and that federal anti- 
trust statutes: applied to’ 'the industry: The industry 
lobbied intensively to have regulatory jurisdiction re- 
turned to the states, and in 1945 the McCarran-Ferguson 
Act was passed, exempting from federal antitrust laws any 
company whose rates in a state were effectively regulated 
by the regulatory authorities of that state. 


Substantially all of the states moved to establish 
state regulation as a consequence of the federal 'threat'! 
and the insistent lobbying efforts of the companies. Cur- 
rent regulatory bodies and the basic thrusts of rate regu- 
lation are the outcome of these moves; actual practice has 
changed, in varying degrees, over the four decades since 
present regulatory structures were established. 


BASIC PROVISIONS FOUND IN INSURANCE REGULATION 


Economic regulation of the insurance industry as ap- 
plied to fire and casualty insurance (including automobile 
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in the several jurisdictions of North America consists of 
some or all of the following provisions: 


(a) Controls Over Entry 


Most jurisdictions require that a company wishing to 
do business in the jurisdiction be licensed or 'admitted', 
and prohibit agents from placing business with non-admit- 
ted insurers unless the risk has been offered to admitted 


insurers within the jurisdiction and turned down. The 
term ‘surplus lines' is used to describe such insurance 
placed with non-admitted companies. A further provision 


in most jurisdictions restricts the placing of reinsurance 
with non-admitted insurers by requiring insurers ceding 
such reinsurance to continue to show full liability for 
unexpired premiums, etc. on their own financial state- 
ments, while requiring expensing of premiums paid to rein- 
surers. Agents are also subject to state licensing re- 
quirements. 


In Canada, entry is subject to dual controls by fed- 
eral and provincial superintendents. Licensing by the 
former entitles a company to do business within Canada; 
provincial licensing admits to a single province. Nothing 
prevents a provincially-licensed company, however, from 
obtaining provincial licences in a number of provinces, 
thus avoiding federal jurisdiction. Most have not bother- 
ed to do so; federal regulation is regarded as innocuous. 


(b) Reporting Requirements 


Annual financial statements in an approved form are 
required to be filed with the regulatory authorities in 
ale jurisdictions: These are required to be computed 
using specified systems of accounts which depart, in sev- 
eral notable respects, from the Generally Accepted Ac- 
counting Principles which apply to most industries. No 
such principles have yet been established for insurers 
although the Canadian Institute of Chartered Accountants 
has moved to accept statement-based accounts. 
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(c) Loss Experience Reporting 


Nearly all jurisdictions require the reporting of 
claims experience on a claim-by-claim basis, as their ex- 
istence becomes known, to a designated statistical agency 
which compiles and reports aggregate loss experience and 
exposures for its member companies. The basic purpose of 
reporting is to forecast losses on an exposure-related 
basis in order to establish premium rates. For accounting 
purposes, it is also accessory (sic) to estimate Incurred 
But Not Reported (IBNR) losses; this usually involves use 
of loss development factors developed by the statistical 
agency or rating bureau. In most United States juris- 
dictions, there are two statistical agents which are re- 
gional organizations performing the agency function on 
behalf of stock and mutual companies respectively. Most 
of these bodies also serve as rating bureaus. In the lat- 
ter capacity, they perform actuarial analyses of loss ex- - 
perience, project losses and set or recommend rates for 
their members. Their function is discussed below. In 
Canada, a single agency, the Insurance Bureau of Canada, 
performs the statistical agent function but does not act 
as a rating bureau. 


In most of the United States a company may belong to a 
rating bureau for statistical agency purposes but not for 
ratemaking purposes. 


(d) Financial Examination 


Annual statements are examined by insurance commis-— 
sions staff but are not audited. In the United States, 
the examination function for a given company is allocated 
by the National Association of Insurance Commissioners 
(NAIC) to one of its members. In Canada, this function is 
performed for federally-licensed companies (i.e., those 
licensed under the Canadian and British Insurance Act or 
the Foreign Insurance Companies Act) by the staff of the 
federal superintendent of insurance, while provincially- 
licensed companies are inspected by the respective provin- 
cial superintendents. 
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(e) Standardization of Policy Provisions and Terms 


This regulatory requirement plays an important role in 
facilitating competition; it ensures that the formal con- 
tract of one company is the same as that of a competitor. 
It is also important in the actuarial context, since the 
frequency and severity of losses experienced by one car- 
rier would be quite different from that of another if 
there were significant differences in their contractual 
obligations. 


This being said, it should also be noted that prema- 
ture uniformity here can be as stifling to progress as 
premature standardization anywhere. It is at least likely 
that the availability of uninsured motorist coverage was 
delayed in most parts of Canada by the adoption of a stan- 
dard policy in which it was not provided. Some jurisdic- 
tions permit, others do not, the addition of extra cover- 
ages beyond those available in the basic policy and its 
approved variations. 


It should also be noted that while the standardization 
of the contract undoubtedly reduces differences in loss 
frequency and severity, the claim management practices of 
individual insurers may increase them. One company may be 
much faster to accept liability than another and may 
choose to settle claims another would fight, for market- 
ing-related or other reasons. 


Standardization with respect to policy terms goes well 
beyond the individual jurisdiction level. Both the NAIC 
and its Canadian counterpart, an association of superin- 
tendents, function as uniformity commissioners and recom- 
mend standard or 'model' policy terms to their membership. 
Official policy forms in most jurisdictions adhere closely 
to the recommended standards. 


(f) Rate Regulation 


In most U.S. jurisdictions and in four Canadian ones 
(five, if proposed controls in Ontario are adopted) the 
actual premium rates charged by companies within the jur- 
isdiction are fixed for at least one type of coverage. In 
some cases, rates are set for individual companies. 
Usually, rating bureaus function as agents and propose 
rates which are set for the membership of the rating bu- 
reau aS a group. Individual companies may deviate from 
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the group rates under conditions which are still widely 
variable from state to state. In general, the terms on 
which individual companies may deviate from bureau rates 
have peen eased considerably over the past. two de- 
cades. 


(g) Licensing and Regulation of Agents 


No insurers of consequence deal directly with new cus- 
tomers. All use an agent as a middleman. The agent in- 
terviews the client and helps her/him determine appro- 
priate coverages, taking into account risk exposures and 
economic circumstances. Almost as important, but not a 
contractual part of the agent's job, is the provision of 
good offices to resolve conflicts between the insured and 
the company when a potential claim situation arises. Most 
insureds expect their agent to bring pressure on the com- 
pany for a favourable settlement; most agents perform in 
this capacity and are assisted in doing so because of the 
nature of their relationship with the companies they re- 
present. 


Most companies in Canada and the United States market 
their product under a set of contractual provisions known 
as the American Agency System (AAS) under which agents 
represent several companies and the customer is the 
customer of the agent, not the company, so that renewal 
business may be placed with the present insurer or another 
chosen by the agent who is said to '‘'own' the renewals. 
A small number of companies, several of them very large 
(e.g., Allstate, State Farm, GEIC) do not adhere to the 
AAS but use exclusive agents and deal directly with in- 
sureds on a renewal business. These are known as ‘direct 
writers.' 


All agents must, in most jurisdictions, be licensed. 
Licensing usually involves a credit check and related 
measures to exclude the obviously criminal and the clearly 


insolvent. This precaution is necessary because custom- 
ers, at least under the AAS, pay the agent and not the 
company. The simpler forms of insurance fraud, in which 


the agent simply decamps after collecting the premium, are 
presumably discouraged in this manner. 


Most jurisdictions further require the would-be agent 
to pass an examination of a technical nature which ensures 
that the agent will have the knowledge to advise the in- 
sured in respect of the coverages he/she should purchase. 
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An equivalent requirement to ensure that he/she uses it 
has yet to be found. 


Once licensed, an agent may have his/her licence re- 
voked for a number of offenses including the failure to 
remit clients' premiums and the violation of the rules on 
surplus-line insurance. 


(h) Licensing and Regulation of Adjusters 


Most claims are settled without recourse to lawyers 
and on a basis mutually satisfactory to claimant, company 
and insured, through the efforts of claims adjusters who 
may work for a given party (i.e., the company) or may be 
independents retained by either party to negotiate a set- 
tlement. Most jurisdictions license adjusters and reg- 
ulate their activities in a manner analogous to the reg- 
ulation of agents. 


(i) Regulating Access 


North American insurers do not follow the British 
practice of providing coverage to all comers, perhaps at a 
variable price. Instead, individual companies retain the 
right to accept or reject a given risk. In order that no 
individual will be rendered unable to obtain auto insur- 
ance, which is in certain circumstances compulsory in most 
Wes. Vand all Canadian’ jurisdictions j/a- variety ofexpedi- 
ents have been adopted, ranging from Assigned Risk Plans, 
in which individual risks rejected by one company are as- 
signed to a company chosen at random under the supervision 
of the, local regulaton.“to ‘al l-industry poolsi.such as; the 
Ontario 'Facility' which will accept rejected risks and 
share them on a basis agreeable to all participants. 
Operation of these plans has generated a significant vol- 
ume of criticism, since the rates charged to the substand- 
ard risks which regulate such plans are higher than the 
usual rates charged 'clean' risks. It must be noted, how- 
ever, that nearly all such plans are operated at a loss 
despite the higher premiums. 


Zo 


(j) Ombudsman Roles 


Most insurance commissions or superintendents of in- 
surance play an important ‘good offices' role which is 
not, strictly speaking, regulatory nor is it provided for 
by statute. This role is one of handling complaints by 
insureds, by third party claimants, and by individuals 
havine (difficulty in -achteving either estacus errand ce 
applying moral suasion (backed by the undoubted ability of 
the superintendent (commissioner) to make easy things dif- 
ficult) to ensure that legitimate complaints are taken 
care of without needless resort to litigation. At the 
same time, the superintendent (commissioner) may be able 
to explain insurance practices and the limits to the res- 
ponsibility of insurers, and the reasons therefor, to 
those whose complains seem frivolous, vexatious or other- 
wise groundless. 


Not all of these functions are performed by regulators 
inva Surisducticns. In particular, not all regulate 
rates, nor do those who do so regulate them in the same 
way with the same results. 


We should also note a major difference between Cana- 
dian and United States regulation. United States 
regulation was, prior to 1944, predicated on the belief 
that insurance was not commerce, or if commerce, not 
interstate. While that belief was dashed in 1944 in the 
Southeastern Underwriters Association case, subsequent 
federal legislation has left the field to the state 
regulators. In Canada, a basic federal presence was 
established almost immediately; provincial regulation has 
been accepted to the extent that it does not conflict with 
federal initiatives (Citizens Insurance Co. v. Parsons 
(1881), 7 App. Cas. 96). A basic division of labour has 
resulted in which provincial agencies regulate policy 
terms, collect loss experience, license and examine 
provincial companies, agents and adjusters, operate 
assigned risk plans or supervise substitutes, act as 
ombudsmen and apply such rate regulation as exists. The 
federal superintendent admits and examines companies 
licensed to do business Canada-wide and concerns himself 
largely with solvency issues. 
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THE FUNCTIONS OF RATING BUREAUS 


Rating bureaus, as a form of institution, antedate the 
introduction of effective rate regulation in most juris- 


dictions. Indeed, rating bureaus, in their heyday, pro- 
vided rate regulation under private auspices using a var- 
iety of devices familiar to students of cartels. They 


gathered loss experience, processed it to yield premium 
rates, and in some cases enforced the application of the 
proposed rates by auditing all policies issued by member 
companies. A variety of sanctions were used to punish 
violators. 


With the advent of regulation, much of the enforcement 
role of the rating bureaus was passed to official regula- 
tory agencies. Bureaus continued to function as statis- 
tical agents, as standardizers of policy terms, and as 
setters of rates, though the latter had to be officially 
accepted by the regulators. Punishment of violators was 
turned over to the state regulators. During most of the 
period prior to about 1965-70, and in most jurisdictions, 
performance of state regulators is_well described by the 
Stigler 'regulatory capture' model. 


Under state regulation, most rating bureaus have con- 
tinued to function, performing the statistical agency 
function. The activities of most, particularly in the 
United States, go beyond the collection and analysis of 
loss data and extend to the development of proposed pre- 
mium rates for their membership to apply. Owes cs 
price-fixing activity of bureaus that led to the South- 
eastern Underwriters prosecution under the Sherman Act and 
which has provided a safe harbour if done under state reg- 


ulatory control by the McCarran-Ferguson Act. 


It should be noted that there are technical reasons 
why the premium fixing process and the actuarial analysis 
of loss experience are difficult to separate. The loss- 
ratio method of analysis, which is widely used, requires 
existing premium rates as an input and produces proposed 
premiums incorporating the desired loss ratio. It does 
not produce pure premiums (i.e., loss costs stripped of 
any allowance for expenses and underwriting profit) though 
the resulting proposed premiums can be adjusted with rela- 
tive ease to yield pure premiums. In addition, rating 
bureaus/statistical agents control the definitions of cat- 
egories for which loss experience is collected and 
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reported. This is important because it makes it difficult 
for insurers to collect enough data to set credible pre- 
miums for classes which are not recognized by the agency. 
This has been an important factor limiting the extent of 
rate deviations and the evolution of rate structures in 
all jurisdictions. In Canada, merit rating schemes under 
which rates are tied to loss experience have been widely 
used for decades; the introduction of such schemes in U.S. 
jurisdictions has been a slow and not always successful 
process. Bureaus may not only recommend rates to their 
members, they have also frequently appeared before insur- 
ance commissioners to oppose the approval of deviated 
rates. This was a much more frequent practice in the 
1950s and 1960s than it is today. 


TYPES OF RATE REGULATION 


Most students of rate regulation categorize individual 
jurisdictions into one of the following broad categories 
insofar as their basic regulatory methodologies are con- 
cerned: 


(1) File and use jurisdictions 
(2) ebriocn approval Miurrsdrections 


(3) Market competitions 


*FILE—AND-USE' REGULATION 


As the name implies, this system of regulation permits 
companies to put proposed rate changes into effect, either 
immediately upon filing with the regulatory agency or 
after a short waiting period. The former is more usual. 
Rate filings are substantially the same in content to 
filings made under prior approval systems and include 
actuarial analyses of past losses, projections of future 
losses and evidence to support the loading for expenses 
and underwriting profit. Companies seeking to deviate 
from the rates filed by their rating bureaus may file and 
use deviated rates, but must be prepared to produce actu- 
arial evidence (or cost accounting evidence related to 
expenses) to support them. 
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While in certain respects more informal, the 'file- 
and-use' procedure permits the regulatory body to review 
the evidence before it in a more leisurely fashion than is 
usually: the) casesin’ aje'prior approval.’ »junisdiction: be- 
cause there is no pressure to approve rates in a hurry in 
order to meet an implementation deadline. While there is 
nothing to prevent some prior approval regulators from 
taking as much time as they need, doing so may cut into 
underwriting profits and may shrink capacity as insurers 
move into more favourable jurisdictions. Others must ap- 
prove or reject within a specified number of days after 
filing. If this is not done, the proposed rates go into 
effect automatically. 


Of course it is possible that subsequent investigation 
of a filed and implemented rate may result in a finding 
that the rate is excessive. If so, it may be reduced 
and/or rebates of the excessive amount ordered. This 
rarely happens because the basic yardsticks used by most 
of the regulatory agencies, here and in prior approved 
jurisdictions, accept formulas which are indistinguishable 
from those used by the rating bureaus, i.e., the sum of 
actuarially-expected loss costs, adjusted for trend and 
inflation, plus operating expenses and an allowance for 
underwriting profit. There should be little room for ar- 
gument about the magnitude of these items, except perhaps 
the trend-inflation adjustment. | 


In practice, adjustments to filed and implemented 
rates are unusual. The spread of file and use Sp HSS has 
been, in our judgment, as in that of others, an im- 
portant factor in the enhancement of competitive forces in 
the industry. While this is partly due to the system it- 
self, it is also due to the relatively greater freedom to 
offer deviated or competitive rates that it makes pos- 
sible. Other things being equal, it is much easier for 
other members of a rating bureau to oppose one member's 
deviations from yet unapproved rates with any degree of 
success. By the time the rate can be attacked in a file- 
-and-use regulatory venue, it will probably have been 
copied by so many competitors that even victory becomes 
irrelevant in a competitive context. 


2A Ae, 


"PRIOR APPROVAL' REGULATION 


'Prior approval' regulation conforms to the classical 
model in which the companies propose rates to the regula- 
tory body which examines their appropriateness and deter- 
mines whether or not they may be used. Companies, or more 
usually rating bureaus on behalf of their member compan- 
ies, file proposed rates together with actual and pro- 
jected exposures and loss experience, operating expense 
experience and projected expense ratios. In most juris- 
dictions proposed rates flow directly from the projected 
losses plus expenses and incorporate a standard allowance 
for underwriting profits. Hearings are held to consider 
this evidence and any evidence filed by intervenors who 
object to the proposed rates. With appropriate modifi- 
cations, the rates are then approved and allowed to go 
into effect. 


Similar procedures are used for deviated rates, i.e., 
rates which differ from those proposed by the rating bu- 
reaus. Usually, such rates must be based on expense rate 
difference between the applicant and other rating bureau 
members. Deviated rates based on claims experience, often 
for a single class of insured, must perforce be based on 
the statistical experience of that company alone, since no 
data for the subdivided class are obtainable from the 
rating bureau. Such rates, based on a single company's 
experience, are often objected to on credibility grounds, 
i.e€., arguments that one's company's experience does not 
provide an adequate sample size on which to base rates. 
Most statutes require that rates not be "unfairly discrim- 
inatory." As usually interpreted, this means that premium 
differences based on proven (i.e., statistically sup- 
ported) loss cost differences are acceptable, but those 
for which such proof is lacking are not. 


Deviated rates have become significantly more common 
in both prior approval and file-and-use jurisdictions than 
they were in the 1940s or 1950s; this is probably in 
response to market forces that are not officially recog- 
nized in the regulatory process. 


"MARKET COMPETITION' REGULATION 


This brand of regulation may be distinguished from 
'file-and-use' by virtue of the fact that there is no for- 
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mal approval of the rates. Participants in the market may 
or may not file rates and loss experience, but file finan- 
cial reports. The regulatory agency does not approve 
rates but may monitor rates in the several markets under 
its control closely seeking to identify those markets, if 
any, in which market competition is not producing rates 
approximating marginal costs. Where it is, markets are 
left alone as the best protection of the customer. Where 
it is not, the regulator may intervene. The regulator may 
have residual rate setting powers which may be brought 
into play, or it may increase competition by permitting 
brokers to place insurance in non-admitted markets. 


The basic premise of this regulatory model is that 
competition is the best regulator of prices where it is 
permitted to operate, and that intervention in the process 
is justified only in those cases where for one reason or 
another there is no competition. California is the best- 
known state using a market competition regulatory model; 
others are Missouri and Idaho. [Illinois has deregulated 
completely and does not intervene at all in the auto in- 
surance market. One aspect of the open competition model 
is that insurers are able to set compensatory rates for 
all classes of insured, and that companies have less need 
to 'dump' individuals into assigned market plans. Only 
1.9% of Californians insured were in an assigned risk plan 
in 1974 as compared with 3.7% nationally, and 10% in New 
Jersey The latter operates a stringent prior approval 
model 12 California does, however, have a_ serious 

° 9 9 
uninsured motorist problem, with 15% - 20% of vehicles 
uninsured. ! New York adopted ‘open competition' in 
1970, but has moved back to a prior approval model. 


CONTROL OF PROFITS 


Most rating bureaus use, and most regulatory agencies 
accept, provisions for underwriting profit which are cus- 
tomary in origin and bear no observable relation to the 
rates of return required to attract investment into the 
industry. This rather cursory treatment of allowable pro- 
fits is the most outstanding difference between price reg- 
ulation in the insurance market and that found in tra- 
ditionally-regulated public utilities. 


25% 


These allowed mark-up rates ignore investment income, 
and, to the extent that the latter is significant, gener- 
ate total profitability significantly in excess of the 
target rates, providing of course that the allowed mark-up 
is earned. Concern over the handling of investment income 
in the regulatory process has been a matter of continuing 
debate for 30 years or more. Adherence to the customary 
formulae reflects the complexity of the issues involved, 
the concern of regulators with the need to provide a con- 
tinually expanding market for coverage and their concern 
lest a tougher policy on investment income generate a ca- 
PDACLLY icnisis) pin hiheirs gunrsdietidon. Some efforts have 
been made to capture some of the excess profits generated 
by the conventional mark-ups, as in New York's recently 
introduced 'flexirate'. 


Conventional mark-ups in Canada have been 2.5% of pre- 
mium while in most U.S. jurisdictions a 5% allowance has 
been customary (others use 3.5% or 2.5%). These are ap- 
plied to projected loss costs plus expenses. Loss exper- 
ience suggests that the full mark-ups are seldom earned. 
Thus would appear that companies or rating bureaus adjust 
trend projections in the actuarial process to recognize 
‘market factors' or competition. The result is to estab- 
lish rates which generate mark-ups more in line with mar- 
ket earnings requirements. Studies of insurance profits 
suggest that overall profits are related to the riskiness 
of the insurance portfolio!* and that they are ponaee 
to the level of availability of investment earnings. 
Theoretical considerations suggest that if prospective 
earnings on prepaid premiums are high enough, insurers do 
not need any underwriting profits and can in fact absorb 
continvous underwriting losses (of predictable magni- 
tude). 


CANADIAN REGULATORY EXPERTENCE 


Generally speaking, the insurance regulation process 
in Canada stops short of regulating premium rates. In 
effect, and for most categories of insurance, the result 
is indistinguishable from the ‘open competition' regula- 
tory model existing in California. Companies do file 
rates with provincial insurance departments to keep the 
latter informed even where there is no formal obligation 
to file, and actuarial data developed by industry organ- 
izations, which act as statistical agents on behalf of 
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the superintendents, are also filed on a regular basis. 


This pattern of laissez faire control does not extend 
to automobile insurance. In four provinces, private in- 
surers have been displaced, at least from the market for 
basic coverages, by provincially-owned monopoly carriers. 
In four others, more formal rate regulation, confined to 
auto insurance rates, has been established by statute. 


In Nova Scotia, a 'file-and-use' system was estab- 
lished by an amendment to the Provincial Insurance Act in 
Oey Enc oe eters 2 ore evo] PandeOo64 Sil lak las et Lines 
9, s. 108(2)]. These provide for approval or rejection of 
filed rates by the Provincial Utilities Commission. The 
Acts provide that if filed rates are not rejected within a 
short period, they go into effect automatically. 


The corresponding Alberta statute, passed in the 1970s 
(RAG. ASTSOSO endl —Sees.ee33ithisets Sip tempriorm sepproval 
regulatory scheme administered by a separate agency, the 
Automobile Insurance Board. 


It is virtually impossible to describe the regulatory 
processes applied by these agencies, which are largely 
intuitive in character. Both agencies receive a great 
deal of statistical input from the statistical agent (The 
Insurance Bureau of Canada), the major rating bureau (The 
Insurance Advisory Organization) and other sources, to- 
gether with proposed schedules of rates. From time to 
time, consultants have been engaged to assist the agencies 
in their interpretation of the data. In Nova Scotia, the 
body charged with applying regulation is the Board of Pub- 
lic Utilities Commissioners, a body which is well-experi- 
enced in applying conventional types of regulation to in- 
vestor-owned public utilities in the province. It has had 
jurisdiction over insurance since 1960. 


The PUC, early on, developed an understanding of the 
loss cost statistics which underlie the rate-making pro- 
cess. It did not have, and does not have, comparable data 
on operating expenses nor on underwriting profits. We 
note that while expense data on a national basis are 
scarce in Canada, such data on a provincial basis are ei- 
ther non-existent, or are the result of so many essen- 
tially arbitrary allocations of expenses incurred else- 
where that it may be pointless to seek them. 
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Parenthetically it should be noted that there is an 
even worse overhead allocation problem involved in esti- 
mating expenses by state in the U.S., and that the alloca- 
tion process is one which tends to produce relatively uni- 
form expense loadings across the country. 


What the Nova Scotia Board has done is see to it that 
rates proposed for Nova Scotia do not discriminate on a 
provincial basis but reflect loss experience in that pro- 
vince. This represents, perhaps as realistic an approach 
as is possible. 


While Alberta has set up a separate regulatory agency 
and imposed a prior approval format on its deliberations, 
the process has been, if anything, less formal than in the 
case in Nova Scotia. The criteria applied and the results 
obtained have been approximately the same. 


Basic concerns of the regulators in both jurisdictions 
have been twofold: to ensure that average rate levels are 
'appropriate' and to ensure that rate differentials are 
cost-justified. Even so, there have been claims that the 
rates for under-25 males are ‘'discriminatory' by Charter 
of “Rights standards ;) dfiinot “ine terms yof the «relevanteiine 
surance Acts, and the Alberta Board has permitted the use 
of age/sex-based differentials on a year-by-year basis 
until a more appropriate basis can be found. Somewhat 
similar systems exist in New Brunswick and Prince Edward 
Island. Both operate within the same data base limita- 
tions as have already been noted in Alberta and Nova 
Scotia. 


Viewed from nearby, auto rate regulation as practised 
in the Canadian regulatory process seems sloppy and inef- 
ficient in comparison with, for example, the regulation 
applied to utilities and pipelines. A similar observation 
could probably be made about actual regulatory practice in 
ali? But marfews Ur Shatijumisdictions? ,'Suchi ‘mecomparison sis 
ill-founded, for competition in the marketplace for in- 
surance provides an independent regulator of rates which 
is totally absent in the utility/pipeline case but which 
has operated quite effectively in the market for auto in- 
surance and which has forced companies to lower expense 
rates and to pass on the savings in spite of regulation 
pressures which have often been exercised in the opposite 
direction. While data problems may preclude a more 
sophisticated approach to regulation, even the now 
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thoroughgoing regulation appears to be a poor substitution 
for competition. 


PERSPECTIVE 


While the California open competition regulatory model 
has been in effect since 1947, the predominant pattern of 
regulation adopted in the United States in the wake of the 
passage of the McCarran-Ferguson Act conformed fairly 
closely to the prior approval model. Statutes of this 
type, conforming to a model bill drafted by the National 
see elah al te of Insurance Commissioners, were passed by 44 
states. At least initially, any deviation from the 
rates promulgated by rating bureaus also required prior 
approval and had in some cases to be renewed annually. As 
an example of the extent to which prior approval regula- 
tion strengthened the control of rating bureaus over 
price, we note that in New York, in 1967, some 22.6% of 
automobile liability insurance was written at deviated 
rates, the rest at rates set by the bureaus. In contrast, 
in California, in 1966, 49.9% of automobile liability pre- 
miums were written at off-bureau rates. 


During the 1960s and 1970s, a number of states moved 
from prior approval to file and use or to the open com- 
petition model. New York adopted the latter in 1970; 
Illinois the year before. A file-and-use model was 
recommended by the Senate Subcommittee on Antitrust and 
Monopoly in 1961 and adopted for the District of Columbia 
in 1962. While some 2/3 of the states retained prior ap- 
proval status as of the mid-1970s, many had effectively 
emasculated them by the adoption of procedures allowing 
deviated rates to go into effect without prior approval, 
pee See the latter requirement for basic bureau 
rates. 


Much of this activity appears to have anticipated the 
trend toward deregulation in the United States; since the 
later 1970s there has been pressure for more regulation in 
a number of jurisdictions. It arose largely out of the 
problems experienced with product liability, medical mal- 
practice and other general liability lines, in which sharp 
escalation in rates and attempts by insurers to reduce 
exposure created a major affordability and availability 
problem in a number of jurisdictions. 
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The most important jurisdiction moving to re-regulate 
insurance is New York, which introduced an excess profits 
plan for automobile lines in 1982, requiring the refund to 
insureds of earnings in excess of a permitted book rate of 
return on net worth which is 3% in excess of an indicated 
rate of return found by regressing book rates of return on 
risk and growth variables. Subject to this provision, 
insurers are free to set their rates alone or through a 
rating bureau. 


A new elaborate form of regulation was adopted in 1986 
for commercial lines. Labelled 'flex-rating', the system 
permits changes within a fairly narrow band (10% to 30%) 
on a file and use basis; changes beyond these limits are 
availablesonly. on, a prior ,approval, basis.) «The» apparent 
objective of this system is not to impose any limit on 
rates but to discourage sudden large premium increases and 
to force more attention to long-term trends. 


These systems are so new that there is not much exper- 
jence with them; a further complication in attempting to 
evaluate their impact is the impact of New York's tort law 
reforms in 1972 and 1978 which have severely restricted 
access to damages for non-economic loss (usually pain and 
suffering). 


Much of the pressure for renewed regulation on auto 
insurance in the United States comes, as it does in Can- 
ada, as the result of a series of sharp increases in prem- 
ium rates. These have come about because insurers have 
misestimated the trend in loss costs during periods of 
accelerating inflation and have been forced, in order to 
preserve solvency, to raise rates at a rate in excess of 
the rate of inflation, just as a rider who has missed a 
bus must run faster than the bus if he/she is to catch it 
in the next block. The problem has been exacerbated in 
most North American jurisdictions by the fact that court 
judgments which influence claim costs have risen faster 
than inflation. This is a problem which regulation cannot 
solve. 


There were two major studies of insurance regulation 
published in the 1970s, Paul Joskow of M.1.T., writing in 
1973, concluded: 


(1) Prior approval rate regulation should be 
eliminated and replaced with a no-filing 
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system allowing insurance prices to be 
determined competitively... 


(8) Attempts by some states to go toward more 
price regulation rather than less should* 
be vigorously discouraged... 


There are very few examples of deregula- 
tion in the history of regulation in the 
United States. Here is an example, how- 
ever, of a situation in which regulation 
has worked to the benefit of almost no 
one (except perhaps the direct writers) 
in the last fifteen years... 


...those states which have eliminated 
formal rate regulation should be congra- 
tulated and other states encouraged to 
follow their examples. 


The second study, by Paul MacAvoy, on loan from Yale 
to the Council of Economic Advisors, concluded: 


The evidence strongly suggests that unres- 
tricted price competition is superior to rigid 
rate regulation as a way of achieving reason- 
able prices, a reliable insurance mechanism 
and economically fair prices which are based 
on an pccurate assessment of the risk pre- 
sented. 


Several additional studies by Hill?3 and by Frech 
and Samprone found, as did Joskow and MacAvoy, that 
premium rates and/or profits were higher in states with 
regulation. Another study by Ippolito“ claims that 
the hypothesis of higher rates in regulated states is not 
borne out by the facts he examines. His analysis is lim- 
ited to 10 states, to some 30 companies and to quoted 
rates for a sample of hypothetical drivers. His regres- 
sion analysis does find that rate levels are strongly pos- 
itively related to the proportion of the population cov- 
ered by assigned risk plans. This proportion is known to 
be higher in states with prior approval regulation. This 
variable is therefore collinear with the variable whose 
influence is being tested and appears to have accounted 
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for much of the effect that would otherwise be attributed 
to regulation. 


A more recent study, dealing with experience from 
1973-85, is that completed by the U.S. General Accounting 
Of fide .* This study purports to show that insurance 
is less costly in regulated states than in more competi- 
tive jurisdictions. The latter category, as defined for 
the study, includes all firms of file-and-use jurisdic- 
tions so that the 'regulated' category includes prior ap- 
proval jurisdictions only. 


Two measures of cost are used — an average premium 
per vehicle calculation and the inverse loss ratio, i.e., 
the amount of premium collected per dollar of claims paid. 
Average premiums may differ from one locality to another 
for a variety of reasons, most important of which are dif- 
ferences in the risk composition of the local insured pop- 
ulation. There are significant differences between states 
im ithe proposition of under-25 drivers, in that of oars 
over’ /0, and ‘these are riot’ corrected “for the study, 
Further differences are due to differences in coverages 
purchased and in the extent to which the automobile claims 
system is of a°no-fault character. “The latter is consic— 
ered in the’ analysis .but, the «failure tos consider the 
other factors render the comparisons on an average premium 
basis essentially worthless. 


The other comparison, based on inverse loss ratios, is 
less obviously error-ridden than the average premium com- 
parison. However, unless all risk classes have the same 
loss ratios in all jurisdictions, changes in the risk mix 
will also affect the reported loss ratio and its inverse. 
Most actuarial schemes set rates which are intended a 
priori to produce equal loss ratios for all the classes 
they cover; in fact such equality is rarely attained. 


The average data show an inverse loss rate of 1.49 for 
so-called competitive rating SHALCS. 1.47 for those regu- 
lated on a prior approval basis.“ However, this dif- 
ference is more than explained by the differences in the 
percentage of motorists covered on a voluntary basis and 
those covered under assigned risk and similar plans — 6.7% 
in regulated jurisdictions, nearer 1.1% in competitive 
ones. In competitive rating states the inverse loss 
ratio is 1.393, in prior approval states it is lower at 
S206. Table 1 shows a computation of the inverse 
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loss ratio for the two groups, assuming an inverse loss 
Pecro., oLs E> ror-iveluntary wisks tn-bour Cypes or juris= 
diction, and using reported loss ratios for assigned 
risks. 


TABLE 1 


Computation of Estimated Average Inverse 
Loss Ratios, as Affected by Voluntary Risk Coverage 
and Loss Experience of Assigned Risk Plans, U.S. 1973-85 


Competitive Share of Inverse Weighted 
JULLSa1Ct1On Market Loss Ratio ILR 
Voluntary Risks .989 x 1.50% = 1.484 
Assigned Risks SOA Eb < AC O15 
Average 1.499 1.50 
Regulated Jurisdiction 
Voluntary Risks P92336xX i#509 See ioeo 
Assigned Risks .0767 25638 096 
Average 1.481 1.48 
*assumed 


Table 1 indicates that a difference in the computed 
loss ratio in favour of the regulated jurisdictions in an 
amount equal to that reported in the study could be ex- 
plained by these factors alone. The system as a whole 
loses money on assigned risk insureds; consequently, the 
evidence that insurance is cheaper in regulated juris- 
dictions proves nothing beyond the obvious fact that lar- 
ger subsidies can produce lower prices. 


Nor is the assigned risk plan evidence the only fac- 
tor explaining the differences. Loss ratios can be high- 
ere. vand Jnimverse; (loss ’aatios lower »°ame no-fault © 7uris= 
dictions where claim adjustment expenses can be reduced to 
trivial levels, than it is in the jurisdictions where li- 
ability is based on negligence. There are more no-fault 
states in the regulated group. 


A number of other comparisons are made in the study; 
its piece de résistance is a statistical regression analy- 
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sis which we regard as defective because it is linear and 
treats a number of risk-modifying variables as if these 
were additive, whereas the differential complexes used in 
most actuarial studies treat them, correctly in our view, 
as multiplicative. The average premium regressions are 
suspect for the reasons given. The regression on inverse 
loss ratios explains 17% of observed differences for lia- 
bility insurances 402%) of jthatietor (iabilityems ine, only 
variables to have statistically significant variables were 
the existence’ of no-fault belaabality, “amcompulsony, jliaz 
bility coverage variable and a term representing the in- 
teraction of prior approval regulation with the degree of 
urbanization. None is more significant in the physical 
damage case. 


In short, the study's evidence does not support the 
conclusion it has drawn from the regressions. 


The preponderance of the empirical evidence from the 
United States supports the view that regulation increases 
costs to consumers; the results of those few studies with 
contrary findings are easily explicable in terms of 
defects in statistical methodology. 


Our review suggests that there is no reason to believe 
that experience with regulation in Canada would be more 
favourable. Existing regulation in two provinces is of a 
passive-submissive variety which tells little or nothing 
about the likely outcome of regulation which imposed a 
constraint on underwriting profits, more severe than that 
imposed by market competition. 


Ontario's experience with rent control is of some rel- 
evance here; its major impact has been to reduce the sup- 
ply of new rental housing to the vanishing point. There 
has been no immediate deterioration in the apparent quan- 
tity because the assets regulated are immobile. Insurance 
companies! assets are not immobile and a system of price 
controls which reduced returns as severely as rent review 
would not only inhibit additions to supply, but could en- 
courage a withdrawal of existing capacity. Regulation on 
the existing U.S. pattern does not adversely affect sup- 
ply; the evidence is that it guarantees profit margins at 
the expense of the consumers. 


It is concluded that if regulation is to be imposed in 
Ontario it should be of the open competition variety in 
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SGirect tein. Cals fornia, As a next best, a file-and-use 
model could be imposed. No economic case can be made for 
more stringent regulation. Indeed, there is a strong case 
against it based on the likelihood of increased rates or 
an adverse supply response. 
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CONSTITUTIONAL AUTHORITY TO ENACT NO-FAULT 
AUTOMOBILE ACCIDENT INSURANCE SCHEME 


THE OPINION REQUESTED 


I have been requested by the Commission of Inquiry 
into Motor Vehicle Accident Compensation in Ontario to 
provide an opinion on the question whether the Charter of 
Rights imposes constitutional restrictions on the power of 
a provincial Legislature to enact a 'no-fault' system of 
compensation for injuries arising out of automobile acci- 
dents. 


The Inquiry was established by the Government of 
Ontario, by Order in Council (0.C. 2962/86), on November 
eee O80 The sole Commissioner is the Honourable Mr. 
Justice Coulter A. Osborne, a Judge of the Supreme Court 
of Ontario. The terms of reference, as stipulated by the 
Srderfin Counerlyoare "to inquire anto “and report %y.. *on 
the tort system of compensation for injury by automobile 
accident and the consequences of the implementation of a 
no-fault automobile accident insurance scheme". 


A precursor of the Inquiry was the Ontario Task Force 
on Insurance, chaired by Dr. David Slater, which was cri- 
tical of the tort system as a means of providing compen- 
sation for accidents, and which recommended a further in- 
quiry into automobile accidents in particular. The Final 
Report of the Ontario Task Force on Insurance (Ministry of 
Financial Institutions, Ontario, May 1986) is referred to 
in several places in this opinion as the "Slater Report". 


The Inquiry has received a Submission, dated March 10, 
1987, from a Committee of the Canadian Bar Association - 
Ontario (hereafter "the 'C\B.A0. opinion"), that the*in- 
troduction of a no-fault system would violate ss. 7 and 15 
of the Charter of Rights and could not be justified under 
s. 1. The Inquiry has also received a Submission, dated 
April 23, 1987, from the Insurance Bureau of Canada, which 
includes as Appendix 4 an opinion, dated April 21, 1987, 
by Neil Finkelstein, entitled "The Constitutionality of 
Provincial Legislation Promulgating the Insurance Bureau 
of Canada's Proposed Modified No-Fault Automobile Insur- 
ance Plan" (hereafter, "the Finkelstein opinion"), which 
argues that there is no constitutional impediment to the 
introduction of a no-fault scheme along the lines proposed 
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by the Insurance Bureau in its Submission. In the opinion 
that follows, I will make reference to both the C.B.A.-0O. 
opinion and the Finkelstein opinion. In general, I do not 
find the arguments presented in the C.B.A.-O. opinion to 
be persuasive, and I prefer the arguments presented in the 
Finkelstein opinion. 


My conclusions are set out in detail at the end of 
this opinion, but my general conclusion is that there are 
no constitutional restrictions on the power of a pro- 
vincial Legislature to enact a no-fault system of com- 
pensation for injuries arising out of automobile acci- 
dents. 


NO-FAULT AUTOMOBILE ACCIDENT INSURANCE 


At the time of writing, the Inquiry is still in its 
early stages, and no decisions have been taken, even ten- 
tatively, as to the Inquiry's recommendations. Il have no 
idea whether the Inquiry will recommend a no-fault system 
of compensation for automobile accidents, and «1 fet pdees 
so recommend, what form the recommended system would take. 
Accordingly, in this part of the opinion, I shall simply 
sketch out briefly what I assume to be the rationale and 
general characteristics of a no-fault system, identifying 
those elements that could be subjected to constitutional 
attack. Needless to say, if the ultimate recommendations 
depart radically from my assumptions, this opinion would 
need to be reviewed. 


The rationale for a no-fault system of automobile in- 
surance is to correct deficiencies in the tort (negli- 
gence) system. Under the tort system, the viet import “an 
automobile accident is compensated only if the accident 
was caused by someone else's negligence. A victim of an 
automobile accident who cannot establish negligence is 
uncompensated. The Slater Report concluded that more than 
50% of automobile accident victims receive no compensation 
through the tort system: Slater Report, 55. 


Negligence must be proved, and proof is expensive, 
involving as it does the use of lawyers, insurance adjus- 
ters and other experts, all of whom are entitled to be 
paid. The Slater Report concluded that more than 50 cents 
of each premium dollar is absorbed by the administrative 
and legal costs (transaction costs) of the tort-insurance 
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system; the transaction costs of no-fault systems were 
only 20’ tevZ0" cents ot’ each’ dollar:  S later Report’, 66% 


Proof of negligence in a congested court system often 
involves serious delays. Thus, even the winners in the 
tort system - those who succeed in recovering full damages 
- may have to endure several years of uncompensated uncer- 
tainty. If a no-fault system worked properly, there would 
be no reason for delay in the award of compensation, and 
benefits could be paid promptly: Slater Report, 65-66. 


The advantages of a no-fault system are that: 


(a) all automobile accident victims would be compen- 
sated, regardless of whose fault caused the acci- 
dent; 


(ob) the ‘transaction costs would be“ much reduced, 
thereby freeing resources for the extended cover- 
age; and 


(c) compensation would be certain, speedy and predic- 
table in amount. 


The disadvantages of a no-fault system are that: 


(a) the system may be less effective in deterring bad 
driving; and , 


(b) the level of compensation may be set at a level 
below common-law damages. 


Ontario has already taken several steps in the direc- 
PLO Vora no-rault =-system: Since 1980, all owners of 
automobiles have been required by statute to take out a 
standard insurance policy, which includes a minimum of 
200-000" or “third party ‘Ansurance, **fhis vstandard Insur- 
ance policy indemnifies whomever is driving the insured 
automobile against tort liability to third parties. The 
policy thus relieves the driver of financial responsibil- 
ity for his/her negligence, except in the case where dam- 
ages exceed the amount of the insurance. 


The mandatory standard insurance policy also contains, 
in Section B, provision for modest no-fault benefits for 
Mersonal injury arising “out “of "the use of “the Insured 
automobile. These benefits are payable to the driver of 
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the insured vehicle, passengers in the insured vehicle and 
pedestrians injured by the insured vehicle. Thus, Ontario 
has a no-fault system now. However, the level of benefits 
is so low that it does not discourage resort to the tort 
system by those victims who believe that they can prove 
negligence: Slater Report, 76-77. If the Section B bene- 
fits were improved, there would be less resort to the tort 
system. 


A no-fault system could provide benefits equal to com- 
mon-law damages in tort. However, this opinion will 
assume that a no-fault system would provide a level of 
benefits below common-law damages. 


A no-fault system could exist side-by-side with the 
tort system, as is now the case with the Section B bene- 
fits. Under such an add-on system, a victim would not be 
deprived of the right to sue in tort, and the victim would . 
presumably exercise that right if he or she believed that 
more damages than the no-fault benefits could be recovered 
through the tort system. 


A no-fault system could wholly replace the tort sys- 
tem. This has been the case in Ontario since 1914 with 
respect),.to ,industrial -accidents. Workers' compensation 
provides no-fault benefits for employees injured at work. 
Their tort action has been taken away by statute so that 
the high transaction costs of the tort action are removed 
from the system. Quebec has followed this model for auto- 
mobile accidents as well. Quebec has a no-fault system 
and: NG. cort action. 


A no-fault system could partially replace the tort 
system. Many American states have introduced 'threshold' 
no-fault systems for automobile accidents. In these sys- 
tems, the tort action is abolished for cases that do not 
reach a statutory threshold, which in some states is de- 
fined by a monetary figure, and in others by a verbal for- 
mula. Under a threshold system, the common-law right of 
action is retained for the most serious injuries - those 
that exceed the threshold. 


The constitutional attack by the C.B.A.-O. opinion 
assumes a system of no-fault automobile insurance that: 


Sia es, 


(a) provides benefits less than common-law damages; 
and 


(b) deprives some or all victims of the tort action. 


In such a system, the victim of an automobile accident 
who can prove negligence is arguably worse off than he or 
she would have been in the tort system. I say "arguably" 
because the speed, certainty and predictability of no- 
fault benefits might make the no-fault alternative more 
attractive to some potential plaintiffs. My opinion will 
consider the constitutionality of a system with the afore- 
mentioned two characteristics, that is, the provision of 
benefits less than common-law damages and the complete or 
partial abrogation of the tort action. 


DISTRIBUTION OF POWERS 


Bie COnSstrruLTOneact,, 1601, Dy oy oe ls), Convers 9On 
the provincial Legislatures the power to make laws in re- 
Panton tO, property and civil rishts in the” province". “It 
is well settled that this head of power extends to the 
regulation of insurance, including automobile insurance: 
Canadian Indemnity Co. v. A.-G. BeGink OUI CopON GG TRS 
504. It is also well settled that this head of power 
extends to the law of torts, including the creation, mod- 
ification or abrogation of causes of action: MacDonald v. 
MapomecCanada, ehlow |. o.C. Ree li4G en. ies goleam, shore: 
fore, that in the Canadian federal system it is the pro- 
vincial Legislatures and not the federal Parliament that 
possess the power to enact a legal regime of no-fault 
automobile insurance and the power to restrict or abolish 
the action in tort for automobile-related losses. 


SECTION 96 OF THE CONSTITUTION ACT, 1867 


Quebec has a no-fault automobile insurance plan which 
denies the tort action to accident victims. In Tardif v. 
Berube (1986), 34 D.L.R. (4th) 24 (Que. S.C.), the Quebec 
plan was attacked on the basis that automobile accident 
victims were denied recourse to the courts, since claims 
under the plan were adjudicated by the board that adminis- 
tered the plan, the Régie de l'assurance automobile du 
Québec. The attack was based on s. 96 of the Constitution 
Act, 1867, which by implication stipulates that functions 


L6 


traditionally exercised by superior courts may not be 
transferred to administrative tribunals. 


Gervais, J. rejected the s. 96 argument, holding that 
the administration of a no-fault insurance plan was _ so 
different from the administration of a fault-based tort 
system that there was no analogy to the traditional func- 
tions of a superior court. He pointed out that non-curial 
systems for adjudication of workers' compensation claims 
existed in every province and had always survived s. 96 
attack, the leading case being Farrell v. Workmen's Com- 
pensation Board, [1961] S.C.R. 48. 


The decision in Tardif v. Berube, although only ren- 
dered at the trial level, is so plainly correct that I 
will say no more about this issue, except to note that the 
C.B.A.-O. opinion does not argue that s. 96 is a ground of 
inva Md ty OF fas no brawl top ban, 


My conclusion is that, if the province were to estab- 
lish a no-fault insurance plan for automobile accidents, 
the adjudication of claims under the plan could be en- 
trusted to an administrative tribunal outside the ordinary 
courts, as has been done in all provinces for workers' 
compensation. 


SECTION 7 OF THE CHARTER 
Text. Otuise A 
Section 7 of the Charter provides as follows: 


Everyone has the right to life, liberty and 
security of the person and the right not to be 
deprived thereof except in accordance with the 
principles of fundamental justice. 


'Liberty' and ‘Security of the Person' 


The first question to be considered under s. 7 is 
whether the right to sue in tort comes within the words 
‘liberty’. or. isecurity of the person'.in.s./, 1S Be 
does, and if the right is taken away in violation of the 
principles of fundamental justice, then a breach of s. 7 
would occur. 


Sas 


At this stage in the evolution of the Charter, there 
is no settled definition of liberty or security of the 
person and many different definitions have been pro- 
pounded. I have reviewed all the cases, but I see no 
point in describing them here. It seems to me to be un- 
likely that the Supreme Court of Canada would decide that 
a cause of action in tort which has not yet accrued is 
within the words liberty or security of the person. That 
amounts to saying that everyone has a legitimate and con- 
stitutionally-protected expectation that the common law 
will not be changed to his or her detriment in the future. 
That is a profoundly conservative reinforcement of the 
status quo which in my view would not be accepted by the 
Supreme Court of Canada. 


My conclusion does not depend upon my view of the 
meaning of liberty and security of the person. As I shall 
explain in the next section of this opinion, in my view a 
no-fault insurance scheme could not violate s. 7, because 
it would not be a breach of the principles of fundamental 
justice. 


Fundamental Justice 


If I am wrong and liberty or security of the person 
does include the right to sue in tort, a breach of s. /7 
will occur only if the right has been taken away in viola- 
tion of "the principles of fundamental justice". 


InisRes oan94 (2)eroft tt hetMotor bVehielessAch es 1 1965)0r2 
S.C.R. 486, the Supreme Court of Canada held that funda- 
mental justice was not merely a procedural concept, and 
that it was violated by a criminal offence of absolute 
liability under which an innocent person could be con- 
victed and imprisoned. Lamer, J. for the majority said 
(at p. 503) that the principles of fundamental justice 
"are to be found in the basic tenets of our legal system". 
The more specific rights in ss. 8 to 14 of the Charter 
provided "an invaluable key" to what those basic tenets 
were. The principle that an innocent person ought not to 
be liable to conviction and imprisonment was a principle 
of fundamental justice. 


I do not think that it can plausibly be argued that 
the replacement of tort liability with a no-fault insu- 
rance scheme violates principles of fundamental justice. 
There is nothing in ss. 8 to 14 of the Charter that im- 
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plies that civil liability must always be premised on 
fault. The common law itself imposes civil liability on a 
no-fault basis in many situations (e.g., breach of con- 
tract, carrier, innkeeper, Rylands v. Fletcher), but most 
notably in the law of negligence itself, where the emplo- 
yer's vicarious liability for the torts of his employees 
ts ja nor-faulty liability ..odne ther case, of. jautonopl bepacca- 
dents, compulsory third party insurance has severely weak- 
ened the idea of fault as a basis for tortious liability, 
since the effect of insurance is to relieve the at-fault 
driver from liability. I have no doubt, therefore, that 
the substitution of a no-fault insurance plan for the pre- 
sent tort system would not be held to be a breach of fun- 
damental justice. 





policy 


Since the denial of the tort action would not be a. 
breach of s. 7 of the Charter, it is not necessary to ask 
whether a no-fault insurance scheme provides anything in 
return for the loss of the valuable right to sue in tort. 
But, if this question is asked, it must be remembered that 
a no-fault scheme would operate only prospectively. It 
would not take away causes of action that have already 
accrued. The no-fault scheme, on its introduction, would 
therefore apply to every individual who has not yet been 
involved in an accident and who is at risk of being (1) 
the victim of an accident in which fault can be esta- 
blished, (2) the victim of an accident in which fault can- 
not? be! established) and .(3}) the at-fault cause of! an Jacci- 
dent in which a victim is injured. The introduction of 
the no-fault scheme arguably diminishes each individual's 
rights under risk (1), above (although even this is un- 
clear in view of the speedier, more certain benefits of a 
no-fault scheme), but the no-fault scheme enhances each 
individual's rights under risks (2) and (3), above. What 
a no-fault scheme would provide is comprehensive insurance 
coverage against all the risks associated with the use of 
automobiles. That is a benefit that is valuable to every 
individual. Whether it is preferable to the tort action 
as a response to automobile accidents is a matter of pol- 
icy upon which people are bound to disagree. However, I 
am certain that the Supreme Court of Canada would decide 
that the Legislature is entitled to choose the no-fault 
alternative, just as I believe the Court would uphold wor- 
kers' compensation. These are policy choices that do not 
implicate fundamental civil libertarian values, and cer- 
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tainly not values protected by the Charter of Rights. 
American Case-Law 


In the United States, the fourteenth amendment pro- 
vides «that *"nor»shall« any’ State «deprive any person»of 
life, liberty or property, without due process of law". 
(The fifth amendment includes a similar clause binding on 
the federal government.) The due process clause, which is 
the analogue of s. 7 of the Charter, has been interpreted 
by the Supreme Court of the United States as not protect- 
ing the continuance of common-law causes of action. 


In New York Central Railroad Co. v. White (1917), 243 
U.S. 188, the Court upheld New York's workers' compensa- 
tion law, which imposed no-fault liability on employers to 
compensate injured employees at a rate lower than common- 
law damages; the tort action for negligence was abolished. 
The Court pointed out that no-fault liability was not un- 
usual, both under statute and at common law. It was not a 
denial of the due process clause to replace fault lia- 
biulatyewithemo-fault sliabi lity. »diNowperson%,. the: Gourt 
said (at p. 198), "has a vested interest in any rule of 
law entitling him to insist that it shall remain unchanged 
for his benefit". This sweeping affirmation of legis- 
lative power to alter common-law negligence principles was 
repeated two years later in the Arizona Employers' Lia- 
bility Cases (1918), 250 U.S. 400, where other workers’ 
compensation laws were upheld. 


In DukenhPower?) ‘Cows v.iiCarolinaw Environmental» Study 
Group e(liovi)oe 43.Si5,0959.,; the Court upheld aefederal sta- 


mite Athatc ‘abolished (stort apldability sands vsubstituted 
no-fault liability with limited benefits for nuclear acci- 
dents. Burcer pe ChJe tiler jethe | Gcunelimetenrede ston tthe 
workers' compensation cases and said (at p. 88) that "it 
is not clear at all that the Due Process clause in fact 
requires that a legislatively enacted compensation scheme 
either duplicate the recovery at common law or provide a 
reasonable substitute remedy". However, in any event, he 
held that despite the limited benefits, the no-fault plan 
did» i'provadestalsreasonably cgustivsubstitute » fom »the 
common-law or state tort law remedies it replaces". 


Many American states have enacted no-fault automobile 
insurance schemes coupled with restrictions on tort 
actions. None of these schemes has yet been considered by 
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the Supreme Court of the United States, but there has been 
extensive litigation in the state courts and constitution-— 
al challenges have generally been unsuccessful. The cases 
are comprehensively reviewed in Josephine Y. King, "Con- 
stitutionality of No Fault Jurisprudence", [1983] Utah L. 
Rev. 797. An earlier article is George J. Siedel, "The 
Constitutionality of) No-Fault™ ‘Insurance: The Courts 
Speak" (1976-77) , 26° "Drake PL vReve 794" The Uss.. "cases 
are also reviewed in Appendix D of the Finkelstein opin- 
Jon. They“are not referred to’ in® the=C JB. AVEO opinion. 


Conclusroen-on sy 


The American case-law under the due process clause 
powerfully reinforces my opinion that the replacement of 
the tort remedy by a no-fault insurance plan for automo- 
bile accidents would not be a breach of s. 7 of the Char- 
ter. The constitutional position would be exactly the 
same as that of workers' compensation, which in my opinion 
is alscownot a ibreachor’ s.° 7. 


SECTION 15 OF THE CHARTER 
Text of s. 15 
Section 15(1) of the Charter provides as follows: 


Every individual is equal before and under the 
law and has the right to the equal protection 
and equal benefit of the law without discrimi- 
nation and, in particular, without discrimina- 
tion based on race, national or ethnic origin, 
colour, religion, sex, age or mental or physi- 
cal disability. 


Discrimination 


The argument that s. 15 would be infringed by a no- 
fault insurance system for automobile accidents is that 
the victims of automobile accidents would be treated dif- 
ferently than the victims of other kinds of accidents. 
For those victims who are unable to prove fault, the 
treatment would clearly be superior, thus constituting 
discrimination against non-automobile accident victims. 
For those victims who are able to prove fault, the treat- 
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ment would arguably be inferior, thus constituting dis- 
crimination against automobile accident victims. 


The grounds of discrimination enumerated in s. 15 do 
not include fortuitous matters such as the cause of an 
accident. However, it is plain from s. 15 that the enume- 
rated grounds are not exhaustive, and that other distinc- 
trons could bev ofiensave tos sw oe) "Wit asvalso plain that 
not every legislative distinction is a violation of the 
Charter of Rights, because nearly all statutes would fall 
on that basis. What has not yet been clarified by the 
Canadian courts is what kinds of non-enumerated distinc- 
tions are forbidden by s. 15. Also unclear is the extent 
to which an inquiry into’ the= justaticatron forravdustinc— 
tion takes place within s. 15 itself or under s. l. 


The controversies over the meaning of s. 15 are re- 
ported in my book Constitutional Law of Canada (2nd ed., 
1985), 798-801, where I suggest that all legislative dis- 
tinctions are violations of s. 15 and have to be justified 
under s. 1. This view is a minority one, the more general 
view being that some standard of reasonableness is implic-— 
Ltewa than s.24 5atselty WA of the tcourts™that hdave*found 
it necessary to choose between these two approaches have 
chosen the latter approach. The leading case is Re 
Andrews? ‘and “Laws{Society ‘of  BOCYP0C1986) 27 DVL. Re (4th) 
600 (B.C.C.A.), where the British Columbia Court of Appeal 
held that the citizenship requirement for admission to the 
Bar-fot Sbritrshe"Colimbialewas contrary? toes: 945.of*' the 
Charter, SMcLaen bin, “Ach,” for’ them@ourt:sheld that™st-45 
did not condemn all legislative distinctions, only those 
that'were®not! “reasonable or fair".*-The test under s. 15, 
she held (at p. 609), was “whether the impugned 
distinction is reasonable or fair, having regard to the 
purposes and aims [of the legislation] and its effect on 
persons adversely affected". Only if legislation failed 
this test would s. 1 become relevant, and in exceptional 
circumstances discriminatory legislation might still be 
held to be justified under s. l. In the Andrews case 
itself, she held that the citizenship requirement failed 
the "reasonable or fair" test under s. 15, as well as the 
tests for justification under s. l. 


The weight of authority is clearly in favour of an 
approach akin to that taken in the Andrews case, and I now 
think that this approach (or something like it) will be 
adopted by the Supreme Court of Canada. This opinion will 
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proceed on that assumption. However, my conclusion does 
not depend upon that assumption. As I shall explain in 
the next section of this opinion, in my view a no-fault 
insurance scheme could be justified under s. l. 


Application to Automobile Accidents 


The test applied in the Andrews case was "whether the 
impugned distinction is reasonable or fair, having regard 
to the purposes and aims fof the legislation] and its 
effect on persons adversely affected". Would a no-fault 
insurance scheme, applicable only to automobile accidents, 
satisfy this test (or something like it)? In my opinion, 
the answer is clearly yes. 


In considering whether there is a reasonable and fair 
justification for the distinctive treatment of automobile 
accident victims, it is relevant to notice that the law of. 
Ontario and the other Canadian provinces already makes 
important distinctions between different classes of acci- 
dent victims, all of whom are arguably equally in need of 
compensation. Even the common law itself denies (or used 
to deny) compensation to those who cannot prove fault, as 
well as to those who are caught by the volenti doctrine, 
the contributory negligence doctrine (before reform) or 
the fellow-servant doctrine (before repeal). 


Dissatisfaction with the incomplete coverage of the 
common law has led in every Canadian province to the re- 
placement of the common law tort system with no-fault 
liability for industrial accidents. These schemes of 
workers' compensation have introduced a further distinc- 
tion into the law, namely, between those victims injured 
at work and those injured elsewhere. However, the justi- 
fication was, and remains, that employers should pay for 
all of the injuries caused by their business activity, not 
just those in which negligence could be proved. The em- 
ployer could and should treat the cost of providing no- 
fault benefits as a cost of doing business which would 
enter into the price of the product and thus be indirectly 
paid for by the consumers of the product. The removal of 
the tort action was necessary to remove the high transac- 
tion costs from the system so as to enable each dollar of 
the workers' compensation premium to purchase as much com- 
pensation as possible. 
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A very similar rationale can be applied to automobile 
accidents. Owners of vehicles in Ontario are already 
singled out for special treatment in that, as explained 
earlier, they are obliged to purchase a standard insurance 
policy which includes third party coverage and modest 
first party no-fault coverage. Victims of automobile 
accidents, unlike victims of other accidents, benefit from 
the existence of this compulsory insurance. It is only a 
short step to the proposition that car owners and others 
who benefit from the roads ought to compensate for all of 
the injuries that, statistics show, will inevitably be 
produced by this dangerous activity. A policy decision to 
enrich the compensation payable to all by denying the tort 
action to those who can prove fault could be justified on 
the same basis as it can be justified in the case of wor- 
kers' compensation. 


I conclude that the owners of automobiles form a class 
of people who benefit from a uniquely dangerous activity, 
and who may be required to buy no-fault insurance as a 
condition of vehicle registration. The nature of that 
insurance scheme is a matter of policy for the Legis- 
Veaturessbut. ole have moe doubt, thats ite.couldsmneclude., the 
abolition of the tort action. 


It is possible to design an accident compensation sys- 
tem that treats all victims alike. No claim of discrimin- 
ation could be made against a system like that of New Zea- 
land which has universal application. But it is surely 
‘reasonable’ and ‘fair' for reform to proceed in stages. 
Employers create risks against which they can carry insur- 
ance: . that fact justifies the distinctive treatment of 
industrial accidents. Car owners also create risks 
against which they can carry insurance: that fact justi- 
fies the distinctive treatment of automobile accidents. 
Outside these two classes (which include most of society's 
accidents) it is not easy to identify the persons who 
should buy the insurance, and so compensation for acci- 
dents in the home or during recreation require a more rad- 
ical approach. I cannot imagine that the Supreme Court of 
Canada would insist that only a universal system of 
no-fault insurance could satisfy s. 15 of the Charter. In 
my view, the rationale for a system confined to automobile 
accidents is so plain that a court would hold that the 
special treatment of automobile accidents was ‘reasonable 
and fair' having regard to the purposes and aims of the 
no-fault system, and accepting that some victims would 
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receive lower compensation under such a system. 


I conclude that a system of no-fault insurance for 
automobile accidents would not infringe s. 15 of the 
Charter. ' 


The Piercey, Streng and Kask Cases 


The? 'C.. BVA O.. sopinion (at pp. 45-47) © relacdvon— three 
decisions of trial courts - Piercey, Streng and Kask - to 
support its argument that a scheme of no-fault automobile 
insurance would violate s. 15 of the Charter. 


Only one of the three cases’ -— Piercey - is at all 
close to the present issue. It does support the 


C.B.A.-Onr position ward is finconsistentawrtnrmy opinion. 
The case is Piercey v. General Bakeries (1986), 31 D.L.R. 
(AEH) 37S (NEIL YURI DL): er In echt? casesenH fekmanimeC ver <ct - 
the Trial Division of the Supreme Court of Newfoundland 
held that the denial of the tort action in Newfoundland's 
workers' compensation statute was a violation of s. 15 of 
the Charter. Indeed, he went so far as to say (at p. 387) 
that the denial of the tort action was so unreasonable 
that it "stands out as an intolerable blot upon the legis- 
lative landscape of a free and democratic nation". 


The Piercey case is only a decision at first instance, 
and the ruling on s. 15 was not strictly necessary for the 
decision, because the facts of the case arose before s. 15 
canewinto forces Theltrulang iG s).45° isepein tnyesepinmon, 
wrong. The workers' compensation legislation in Newfound- 
land (and everywhere else in Canada) did not simply deny 
the action in tort to an arbitrarily selected group of 
accident victims. What it did was to substitute an en- 
tirely new system of no-fault employers' liability, 
which would provide compensation to injured workers on an 
insured, comprehensive, no-fault basis. This was done on 
the basis of a legislative judgment that workers would be 
better off, not worse off, under such a scheme. All wor- 
kers benefit from the security of insurance against all 
risks of injury at work, and the assurance of speedy, pre- 
dictable compensation. The legislative judgment to abol- 
ish the tort action reduced the compensation payable to 
the worker who could establish negligence, but it also 
meant that more of each premium dollar would go to workers 
rather than to the lawyers and other intermediaries who 
operate the tort system. One could reasonably disagree 
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with that legislative judgment, but it is no more than a 
judgment about the design of an insurance scheme for in- 
dustrial accidents. In my view, there was no basis for 
Hickman, GJoJ6 extravagant. criticisms, and an: insults 
ficient.-basis fon a, tinding.of a breach of.s. 15. Other 
courts faced with the same issue have all upheld the de- 
nial of the tort action in workers' compensation schemes: 
Re Terzian and Workmen's Compensation Board (1983), 148 
DeRose (od) ooo Onl biy.. Ct.) tahyan Vou WOLKmen: Ss. Com 
pensation Board (1984), 6 0.A.C. 33 LOG. nee eet 


Budge v. Workers' Compensation Board, (OSS ela WoW Ree ae / 
Patae Ue be)s 


For the reasons given above, in my opinion, industrial 
accident victims form a sufficiently discrete class to 
support a distinctive no-fault insurance scheme without 
violation, of s..15...The same is true of automobile acci- 
dent victims. In Streng v. Township of Winchester (1986), 
Pp Re Ot) bosentan. Ge eOMLCOy ale On ne wOnta LO 
High Court struck down a short limitation period that was 
applicable to actions against municipalities, but not 
other defendants. In his view, the nature of the defen- 
dant was an irrational basis upon which to distinguish 
between injured plaintiffs. This was a very active appli- 
cation of s. 15 which has not been followed in a later 
Ontario case (Mirhadizadeh v. The Queen (1986), 5/7 O.R. 
wowes4! (Ont. on. He). achlineltads interes t1ng, «toy mote 
that Smith, J. (at p. 657) suggested that "those suffering 
injuries in car accidents" would constitute a class that 
could rationally be treated distinctively without viola- 
tion of s. 15. The Streng case thus provides no support 
whatever for a constitutional attack on no-fault automo- 
bile insurance. 


A similar comment may be made about Kask v. Shimizu 
Posh. Jeet ibak ton dat agO4 emublta.s -Onb le ote Which 
McDonald, J. of the Alberta Court of Queen's Bench struck 
down the Rule of Court requiring out-of-province plain- 
tiffs to post security for costs. His reasoning was that 
Pe./rule..ottended .S, Jo _sDY ,dlecraminating, against. the 
poor: the plaintiff in the case lacked the resources to 
post security. It seems obvious that poverty as a ground 
of discrimination is much harder to justify than the clas- 
sification involved in no-fault automobile insurance. 
Another element in Kask was the discrimination on the 
basis of province of residence, which McDonald, J. thought 
was probably a breach of the mobility rights in s. 6 of 
the Charter, although he did not rely on that ground. 
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This case is so remote from our present concerns that it 
lends no support to a constitutional attack on no-fault 
automobile insurance. 


These three first instance cases - Piercey, Streng and 
Kask - would not warrant extended discussion, if it were 
Oe” Tor the “Laer "tnae tie” Crone -Oe Obintoney etLes mon 
them. The Finkelstein opinion (at pp. 26-30) also dis- 
cusses the cases, reaching conclusions identical to mine. 
The three cases are slender reeds indeed upon which to 
base a constitutional attack on no-fault automobile 
insurance. 


American Case-Law 


In the United States, the fourteenth amendment gua- _ 
rantees "the equal protection of the laws". This equal 
protection clause has been interpreted by the courts as 
requiring that there be a "rational basis" for a legisla- 
tive distinction. In general terms, what the rational 
basis test requires is that the impugned distinction must 
be a reasonable means of achieving a legitimate public 


purpose. This test is very similar to that used in the 
Andrews case and in the other Canadian cases that have 
followed Andrews. (The American courts apply a stricter 


test to 'suspect' categories, such as race, and the 
abridgment of fundamental rights, such as the right to 
vote.) 


In New York Central Railroad Co. v. White (1917), 243 
U.S. 188 and the Arizona Employers' Liability Cases 
(1918), 250 U.S. 400, the two workers' compensation cases 
described above, and in Duke Power Co. v. Carolina 
Environmental. Study Group ~ (1978), “438 U.S. 59, the 
no-fault nuclear accident case described above, the con- 
stitutional challenges to the laws were made not only 
under the due process clause but also under the equal pro- 
tection clause. The challenge under the equal protection 
clause, like the challenge under the due process clause, 
was unsuccessful. There was a sufficiently rational basis 
for the distinctive treatment of one class of accident 
victims. 


As explained above, there are numerous American cases 
in which state no-fault automobile insurance schemes have 
been challenged. None of the cases has been decided by 
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the Supreme Court of the United States, but many of them 
have been decided by the highest state courts. Not a 
single case of which I am aware has held that the distinc-— 
tive treatment of automobile accident victims violates the 
equal protection clause, although the equal protection 
clause has been invoked in virtually every case. 


Many American states, as part of a no-fault automobile 
insurance scheme, deny the tort action in cases where the 
injuries are minor and permit the tort action in cases 
where the injuries are major. I have already explained 
that the American courts have generally held that the 
denial of the tort action is constitutional. But the sta- 
tutory 'thresholds' which distinguish the cases in which 
the tort action is preserved from the cases in which the 
tort action is abolished, have been challenged on equal 
protection grounds. In some states, these thresholds are 
expressed in monetary terms, based on the amount of the 
medical expenses incurred by the victim. Thus, if the 
threshold is $10,000, a victim whose injuries give rise to 
medical expenses of less than $10,000 is confined to the 
no-fault benefits, while a victim whose medical expenses 
exceed $10,000 may sue in tort as well. In other states, 
the thresholds are expressed in verbal terms, defining the 
severity of the injuries in general phrases such as (to 
use Michigan as an example) "death, serious impairment of 
bodily function, or permanent serious disfigurement". 


Any threshold is inevitably somewhat arbitrary. How- 
ever, with only rare exceptions, the American courts have 
held that it is a legitimate legislative purpose to deny 
the tort action for minor injuries while retaining it for 
major injuries. The removal of numerous minor tort claims 
from the system helps to fund the universal no-fault bene- 
fits, which typically do not extend to non-economic loss. 
The retention of the tort action for serious injuries pro- 
vides damages for non-economic loss to those victims who 
are most in need of financial help - provided they can 
prove negligence. Accepting a rationale of this kind, the 
American courts have generally upheld both monetary and 
verbal thresholds as being a reasonable means of achieving 
a legitimate legislative purpose. 


The cases are comprehensively described in Josephine 
Y. King, "Constitutionality of No Fault Jurisprudence," 
Utah L. Rev. no. 4 (1982):797. 
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Thresholds 


I have just explained the prevalence in the United 
States of no-fault automobile insurance schemes which 
limit the tort action by statutory monetary or verbal 
thresholds. I have also explained that the American 
courts have generally upheld these thresholds, despite 
their inevitably arbitrary character. I am inclined to 
think that Canadian courts would take the same view. How- 
ever, there is no doubt that a threshold is the most vul- 
nerable part of a no-fault automobile insurance scheme. 
From a constitutional standpoint, it would be preferable 
to either leave the tort action intact or to abolish the 
tort action altogether. If it is determined to recommend 
the retention of the tort. action*only for séricus ®injur— 
ies, then this policy should be thoroughly justified with 
reasons. In assessing the validity of a no-fault insur- 
ance scheme, a court would pay attention to the rationale - 
for the scheme as set out in the report that proposed the 
scheme. This point is elaborated later in my discussion 
Of Ss Io «the? Charter. 


Termination of Benefits At Age 65 


Among the subsidiary points that I have been instruct- 
ed to address is the question whether a loss-of-income 
indemnity could terminate at age 65, as has been proposed 
to the Inquiry by the Insurance Bureau of Canada. The 
rationale for such a termination date would be, no doubt, 
that 65 is now the usual retirement age when earned income 
would cease, and when public income-support and tax- 
assisted private income-support would start. The argument 
against such a termination date would be that the use of 
ape as.Vas CUlsoffi point ‘scens)-to! intringe sc). = 15-ofmene 
Chartery*iwhich sexplicitly® isto "ages as! a oprohibited 
ground of discrimination. 


This issue raises a similar constitutional question to 
that raised by mandatory retirement, which has been at- 
tacked: “as Viniringingess,” 15. of! ther Charter J 29 In: both Har— 


rison v. University of British Columbia (1986), 30 D.L.R. 


Cath) 206 (B.C. 5.Co) “andere McKinney and University of 
Guelon™ (T966)5" sv "O.R."(2dy Lone Hee. ‘courte have 


sustained university mandatory retirement rules on the 
basis that it is reasonable to stipulate an age when pub- 
lic and private pension benefits should become payable, 
and when older workers should give way to younger workers. 
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The Harrison case used this reasoning to deny that manda- 
tory retirement infringed s. 15. The McKinney case held 
that mandatory retirement infringed s. 15, but that it was 
saved by s. l. 


Both of the mandatory retirement cases are only at the 
trial level, and both cases arose in a university context 
which introduced some special considerations. Nonethe- 
less, in my judgment, the decisions are likely to be 
upheld by higher courts, and in other contexts as well. I 
think that the social benefits of mandatory retirement 
will be held to be sufficiently compelling to overcome the 
age classification that is entailed. I note as well that 
mandatory retirement has been upheld in the United States 
(Massachusetts Board of Retirement v. Muroa as 1976)) 4-42] 
U.S. 307), and that it is to be found in the judicature 
provisions of Canada's constitution itself (Constitution 
Act, 1867, s. 99(2), requiring superior court judges to 
retire at age 75). 


I conclude that the use of age 65 as a cut-off point 
for a loss-of-income indemnity would probably be held not 
to ,otrend+s.;*l5ioreare least *to,(be” justified» under -s.. |). 
Obviously, in view of the express mention of age in s. 15 
and the absence’ of rulings) by “higher ‘courts; it ds not 
possible to be completely confident on this point, and the 
use of a criterion other than a stipulated age, if that is 
possible, would be safer from a constitutional stand- 
point. 


Housekeeper Allowances 


I do not believe that any constitutional problem is 
likely to be caused by provision for the indemnity of 
those who are working outside the market economy:  stu- 
dents and housekeepers are the most obvious classes. If 
compensation is generally to be measured by loss of in- 
come, those who have no income inevitably have to be com- 
pensated on some essentially arbitrary basis, based on 
qualifications, future expectations or averages. It seems 
to me that any bona fide attempt to deal fairly with such 
cases, even though they are predominantly composed of 
people characterized by young age (students) or female sex 
(housekeepers), would not be held to be a violation of 
Sy Lo. 
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GConcliisiom ons. 15 


I conclude that s. 15 is not an impediment to a no- 
fault insurance scheme for automobile accidents, even 
though it would treat the victims of automobile accidents 
differently from the victims of other accidents. The con- 
stitutional position would be exactly the same as that of 
workers' compensation which in my view also does not vio- 
late s. 15. I also consider, although I acknowledge some 
doubt, that a statutory threshold, whether monetary or 
verbal, for the retention of the tort action, would not 
violate s. 15. 


SECTION 1 OF THE CHARTER 
TEsEuGe .S..°%h 


In earlier sections of this opinion I have given my 
opinion that a system of no-fault automobile insurance 
would not violate s. 7 or s. 15 of the Charter of Rights. 
If I am right, there is.no need to consider s..1 of the 
Charter. However, I will briefly consider s. l. 


Section 1 of the Charter provides as follows: 


The Canadian Charter of Rights and Freedoms 
guarantees the rights and freedoms set out in 
it subject only to such reasonable limits pre- 
scribed by law as can be demonstrably justi- 
fied in a free and democratic society. 


Section 1 operates to save a law that is in conflict 
with a Charter right, provided that the law is a "reason- 
able limit" on the right, and that the law "can be demon- 
strably justified in a free and democratic society". 


The Oakes Case 


In R. v. Oakes, [1986] 1 S.C.R. 103, the Supreme Court 
of Canada propounded the criteria of reasonableness and 
demonstrable justification that had to be satisfied in 
order to bring a law within s. l. First, the objective of 
the law must be "of sufficient importance to warrant over- 
riding a constitutionally protected right or freedom" (p. 
138). Secondly, once a sufficiently important objective 
is recognized, the means adopted by the law must be pro- 
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portional to the objective. This requires that the law 
(1) "be carefully designed to achieve the objective", (2) 
must "impair as little as possible the right in question", 
and (3) must not be disproportionately severe in its im- 
pact on the person whose right is limited (pp. 139-140). 


Application to No-fault Scheme 


The first element of the Oakes test is an assessment 
of the importance of the objective of the impugned law. 
In my opinion, the Supreme Court of Canada would hold that 
the provision of speedy, predictable and universal insu- 
rance. coverage (to accidentevictims is a sufficiently _aim- 
portant objective. It is true that the coverage need not 
be confined to automobile accident victims, but the his- 
tory in Ontario and elsewhere of distinctive treatment of 
industrial accidents and automobile accidents would not be 
ignored by the Supreme Court of Canada. Reform has always 
proceeded in stages, and the Court will defer to any rea- 
sonable judgment of the Legislature in its determination 
of how far to go in correcting a social problem. This is 
illustrated by Edwards Books and Art v. The Queen, [1986] 
2 S5.C.R. 7/13, where the Court held that Ontario's Sunday- 
closing law, although a limit on freedom of religion, was 
justified under s. 1 by the secular purpose of providing a 
'pause day'. This justification was accepted, despite the 
fact that the law applied only to retail stores, not to 
other kinds of businesses. 


The second element of the Oakes test is that the means 
employed must be proportional to the objective. This is 
difficult to deal with hypothetically without an actual 
draft law to examine, but there seems no reason to doubt 
that a no-fault insurance plan which provided compensation 
for all victims of automobile accidents would be held to 
satisfy the threefold test of proportionality. If the 
tort action were abolished in whole or in part, this could 
be justified as relieving the insurance plan (and thus all 
car owners) of costs that could be used to enrich the uni- 
versal coverage. 





While the burden of proving the elements of justifica- 
tion under s. 1 rests with the government or other propo- 
nent of the legislation, the Supreme Court of Canada has 
not in practice insisted upon much evidence to support 
laws the purpose of which was reasonably obvious. In the 
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Edwards case, for example, the Court relied almost exclu- 
sively on a report of the Ontario Law Reform Commission 
that had recommended the enactment of the Sunday-closing 
law. In the case of no-fault insurance, the report of 
this Inquiry, as well as any commissioned studies, will 
all be admissible to establish the rationale of whatever 
scheme is proposed. Assuming that the Inquiry succeeds in 
making a powerful case for whatever scheme it proposes, it 
seems almost certain to me that a court would hold that 
the requirements of s. 1 of the Charter had been suffi- 
ciently established. 


Conc (WsiGnwones nel 


1. conclude that, if (contrary to my,opinion) the con- 
stitutional inquiry were to advance to a consideration of 
s sy lsof the .Charter, >a system of. no-fault) automobile an- - 
surance, including a system that replaced the tort action, 
would be held to be justified under s. l. 


CONCLUSIONS 


1. My general conclusion is that the Ontario Legislature 
has the constitutional authority to enact a no-fault auto- 
mobile insurance scheme, under which benefits to accident 
victims would be less than common-law damages, and under 
which the tort action would be wholly or partially abro- 
gated. 


eas The Legislature's power derives from its authority 
over "property and civil rights in the province": Ss. 
O2(13) of the: ConstitutionsAct . 1862. Sea p..315)...above, 


3. The power to adjudicate claims under a no-fault scheme 
may be entrusted to an administrative tribunal, without 
any violation of s. 96 of the Constitution Act, 1867. See 
HO. os Lo A DOVe. 


4, The right to sue in tort is probably not within the 
words 'liberty' or ‘security of the person’ in s. 7 of the 
Cnercer,, Duty iin it 1S.) che SUDSTLLULIOnNTO!L noarault i146- 
bility would not be a breach of "the principles of funda- 
mental justice". Therefore, s. 7 of the Charter is not an 
impediment to the complete or partial abrogation of the 
right to sue in tort. See pp. 316-320, above. 
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5. The singling out of automobile accident victims for 
treatment that is different from that of other kinds of 
victims can be justified as 'reasonable' and 'fair', and 
accordingly, is not; a breach of s. 15 of the Charter. See 
PP er 20noo0,, fabove: 


6. The use of a 'threshold', whether monetary or verbal, 
to deny the tort action for minor injuries while retaining 
it for major injuries, is probably also not a breach of s. 
15 of the Charter. See p. 328, above. 


7. The use of age 65 as the termination point for payment 
of a loss-of-income indemnity is probably also not a 
breach*of 's. 15 0f the Charter.(:\See pp, 328-330, above. 


8. Housekeeper allowances and benefits for students or 
other people working outside the market economy will have 
to be fixed on some basis other than actual loss of in- 
come. A bona fide attempt to deal fairly with such cases 
wouldWnot® be breach of *'s. M15“oP then Chartery! “See pp. 
3292330 piabove: 


o Digercontraryostosemy Ropinion. oa mo-fauliseinsurance 
scheme for automobile accidents were held to infringe s. 7 
orys: 25. of (the Charter)? the scheme: would* be thelid ‘towbe 
justified under s. 1 of the Charter. In this conclusion, 
I assume that the scheme would follow the general lines 
suggested early in this opinion, that the scheme would 
follow in detail the recommendations of this Inquiry, and 
that the report of the Inquiry would make a powerful case 
in policy for the scheme. See pp. 330-332, above. 
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ADDENDUM 


NOTE ON PUBLIC TRUSTEE (ALTA.) 


WORKERS' COMPENSATION BOARD 


The Decision 


In Public Trustee (Alta.) v. Workers' Compensation 
Board: Alta, (0.84) Aacust 2135 sf987)n Br accom ec tui 
Alberta Court of Queen's Bench held that the provision the 
Alberta Workers' Compensation Act that prevents an injured 
insured worker from suing a third party employer is con-~ 
traryitos Sous andgt5 Tote the Charter.«h1) understandgmaat 
this third party employer provision exists in all provin- 
cial workers' compensation statutes. 


Section 7 


Withdrespectwto Gee .e Boaccop Js holdsithat. the denrat 
of the tort action against the third party employer is a 
violation..of, liberty, (p.) 28) andy-security,of; the, person 
(p. 29) in breach of the principles of fundamental jus- 
tice. He is not very clear about the applicable principle 
of fundamental justice, but seems to find it in a ‘fair 
exchange' principle (p. 30): he says that a worker gets 
nothing in return for the denial of the action against the 
ENLna partly. 


Assuming that there is a 'fair exchange’ principle, it 
seems hard to argue that it has been broken here. Workers 
receive the benefit of a scheme of no-fault insurance in 
return for the loss of the tort action. The denial of the 
tort action against third party employers removes from the 
system some of the costs associated with the fault inquiry 
and frees resources to enrich the no-fault benefits that 
can be provided. Bracco J. points out that the City of 
Calgary had to carry liability insurance anyway, because 
the operation of the rail service created public risks. 
That is true, but most employers are not similarly ex- 
posed, and even the City of Calgary's risks (and therefore 
its costs of liability insurance) are reduced by the third 
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party employer immunity in the Workers' Compensation Act. 


Assuming that Bracco J. is right, and that there has 
been no fair exchange here, is the fair exchange principle 
a principle of fundamental justice? I think not, for the 
reasons given in my opinion of June 23, 1987 at pp. 10-11. 
I do not think it is a 'basic tenet' of our legal system 
that every change in the law of torts must provide a 'fair 
exchange' to persons who lose potential (not actual, be it 
noted) causes of action. Nor do I think it is a ‘basic 
tenet' of the legal system that tort liability must always 
be premised on fault. Certainly, these ideas find no sup- 
port whatever in ss. 8 to 14 of the Charter which, accord- 
ing to Lamer J. in the B.C. Motor Vehicle case, provide 
"an invaluable key" to the identification of the basic 
tenets of the legal system. 


Section 15 


Withorespect tos.) 15 .."Braceo J. holds that“it ws a 
breach of s. 15 for the law to deny to a worker a tort 
action against the negligent third party employer when a 
non-worker would possess the cause of action (pp. 34-35). 
In this ruling, Bracco J. follows the Piercey case (p. 
33). But, as I argued in my opinion at pp. 21-22, there 
is a rational basis for limiting tort actions by workers: 
they have been granted a right to compensation which has 
not been granted to non-workers. I believe that this is 
an answer to the discrimination point. 


Conclusion 


From the point of view of a proposal for a no-fault 
automobile insurance plan, Bracco J.'s decision makes two 
disturbing points. One is that there is constitutional 
procection under s. / for the existing body of tort law: 
The other is that by reason of s. 15 the law cannot single 
out groups of accident victims (industrial victims, high- 
way victims) for special treatment. Both these ideas were 
carefully examined and rejected in my opinion of June 23. 
I am satisfied that Bracco J. introduces no new consider- 
ations to the two points, and that his decision is wrong 
on both points. 


Peter W. Hogg, Q.C. 
September 22, 1987. 
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SUMMARY 
Introduction 


Automobile accidents are a major cause of injury and 
death in Ontario, yet relatively little is known about the 
financial consequences of accidents or the pattern or 
extent of compensation for financial loss. This study 
combines data from a number of sources in order to stimu- 
late the financial impact on those who are injured or 
killed in Ontario. The computer model that was generated 
can be used for determining the cost of alternative insur- 
ance systems. 


The current system of compensation consists of a num- 
ber of components: Workers' Compensation, the Canada 
Pension Plan, Unemployment Insurance, employer benefits, 
Schedule B benefits included with all automobile insur- 
ance, tort damages, and income-tested social assistance or 
welfare programs. Each of these systems has different 
eligibility criteria, benefit levels, and tax treatment. 
Consequently, many observers have claimed that the overall 
system of compensation may under-insure some victims and 
over-insure others. The primary focus of this study is to 
examine the relationship between benefit levels and lost 
income (or lost time) in order to determine the extent of 
insurance coverage that is being provided. The study 
analyses programs that offer benefits for loss of ability 
to work or to engage in normal activities, not those pro- 
grams that provide medical benefits or rehabilitation for 
victims. The model of compensation for automobile acci- 
dent victims provides a useful tool for evaluation compen- 
sation for lost time but does not seek to measure non- 
pecuniary losses or other costs of injuries or death. 
Furthermore, the model does not capture the administra- 
tive costs of the compensation system or the deterrence 
that might be provided by the fault-based tort system. 


The Model 


The simulation model was created by combining data 
on, 1/2,514..persons) 1n)Ontario, from the 198]. Gensus..of 
Canada with information on the characteristics of acci- 
dent victims in Ontario in 1985 obtained from the 
Ministry of Transportation and Communications. The re- 
sulting data base of 110,103 automobile accident victims 
should have the same characteristics as the actual acci- 
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dent victims in 1985. Information from several sources 
on the duration of disability was used to impute the 
amount of lost time for these victims. Finally, the pro- 
visions of the programs that provide compensation to vic- 
tims were programmed in order to determine the compensa- 
tion that each victim might receive. All calculations 
are made net of income taxes. 


The model predicts that 60,637 persons in 1985 
suffered injuries that prevented them from working or 
engaging in their ordinary activities. This *loss**1¢ 
referred to as lost time. Of “these; "40,549" lost “more 
than one week and 1,198 were permanently disabled. 


Injured persons who are unable to enjoy their usual 
activities can be said to have “lost time". This lost 
time may result in wage loss for those in the labour mar-. 
ket, but those out of the labour market have real losses 
as well. Since the dollar value of this lost non-market 
time is not easy to calculate, an arbitrary value of $140 
per week is placed on lost time for those who are not in 
the labour market. The time loss for those in the labour 
market is valued with weekly earnings. Losses are mea- 
sured with both wage loss and time loss. 


In principle, complete compensation under tort law is 
paid when the victim is not at fault. Determination of 
fault in the model is based on the accident reports filed 
by the police officer at the scene of an accident. About 
62% of those injured (with lost time) are not at fault 
while 44% of those killed are not at fault. These figures 
indicate that a majority of those injured can expect to 
receive some compensation from the tort system. A survey 
of bodily injury damage claims was undertaken by Joe Cheng 
at Eckler Partners Ltd. The claims data suggest that the 
amount paid for lost wages plus non-pecuniary losses de- 
creases as a percentage of the value of lost wages. The 
relationship between lost wages and tort damages estimated 
from the Eckler claims data was used to impute the amount 
of tort damages in the stimulation model. Alternatively, 
tort damages were assumed to equal the value of lost time 
minus Accident Benefits. 


Limitations of the Model 


A model of this type naturally relies on many assump- 
tions, some of which have important effects on the re- 
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sults. The modelling of the government programs should 
produce reasonably accurate estimates. The model does 
assume, however, that every victim pursues all of the 
benefits to which he/she is entitled (and not more). The 


assumptions concerning private sector coverage are based 
on incomplete information, but the magnitude of possible 
error is relatively small. The greatest source of poten- 
tial error lies in the modelling of tort damages. It is 
likely that there is a much greater variance in the amount 
of actual tort compensation for a given loss than is cap- 
tured in the model. Furthermore, tort compensation is 
available for partial disabilities, which are not recog- 
nized in the model. 


The measurement of the adequacy of compensation de- 
pends on estimates of the loss as well as estimates of 
compensation. The duration of disability is only approxi- 
mate, but errors in duration affect the aggregate esti- 
mates, not the individual estimates of the compensation to 
loss ratio for a given duration. The use of census data 
for individuals allows one to make reasonable estimates of 
the size of the after-tax wage loss, but the time-loss 
measure is based on an arbitrary value of time for those 
not in the labour force. 


The Pattern of Compensation for Injuries 


The simulation of victim compensation generates the 
present value of losses and the present value of compensa- 
tion at the date of the accident. Table S-1l summarizes 
the aggregate losses and compensation as predicted by the 
model. Tort damages were imputed according to the equa- 
tion estimated with the Eckler data. The total after- 
tax loss of wages was $311 million and the value of lost 
time was $640 million. The after-tax compensation was 
$628 million, nearly equal to the value of the lost time. 
This surprising result supports the view that the total 
compensation paid in the current system is adequate but 
that it needs to be redistributed so as to more closely 
match each individual's loss. Of course, this view does 
not take account of the deterrence objective of tort com- 
pensation.» (Astotal of.5203.million, ia third of the total. 
is paid to individuals in excess of the value of their 
lost time. 
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TABLE S-1l 


Sources of Compensation For Injured 


Tort Damages 
Accident Benefits 
Long Term Disability 


Short Term Disability and 
Sick Leave 


Canada Pension Plan 
Unemployment Insurance 
Workers' Compensation 


Welfare (GAINS-D) 


Total Compensation 


— Taxes: on. Benerits 


Compensation After Tax 
Compensation/Wage Loss 

Wage Loss After Tax 
Compensation/Time Loss 


rine Loss After Tax 
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90,324,000 


60,425 , 000 


48,249,000 
46,309,000 
Ji es 3 ral. 1 
opr wed ag 2198) 


3 OO rsU0" 


662,476,000 


34,744,800 
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310,943 ,000 


639,880,000 
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Tort damages are the largest source of benefits, con- 
tributing 57% of total gross benefits. The benefits are 
particularly important for those who are not full-time 
members of the labour force. With the exception of twelve 
weeks of benefits payable to a homemaker under the Acci- 
dent Benefits coverage, tort compensation is the only 
source of compensation for those not in the labour force. 


The current principles of tort damages do not permit 
the deduction of collateral benefits from the damages 
otherwise payable, with the exception of Accident Bene- 
fits. Consequently, the total compensation can exceed the 
total loss. If tort damages for lost earnings plus non- 
pecuniary loss were limited to the after-tax value of lost 
fame, ‘Lort damages would fall from S375 million to~’S231 
million, a decrease of $144 million. In order to imple- 
ment such a change in the method of damage assessment the 
present value of future benefits from all sources would 
have to be calculated. 


Table S-2 presents the number of victims who are 
covered by alternative programs. Many of those covered by 
a particular program may not receive benefits from that 
program because their duration of disability may not be 
sufficient or their other benefits may be sufficiently 
high that no benefits are payable. About 60% of the vic- 
tims are eligible for tort damages and 73% of victims are 
covered by Accident Benefits. The percentages change if 
one looks at the subset of victims who have wage loss. Of 
those with wage loss, 87% are covered by Accident Bene- 
fits. The model predicts that 30% of those with wage loss 
are covered by private (group or individual) long term 
disability insurance. When Workers' Compensation is added 
to this, 34.4% of those with wage loss are reasonably well 
insured for long term disability. An even larger percen- 
tage is insured for short term disability. Either Unem- 
ployment Insurance or employer short term disability 
insurance (or sick leave) covers 83.6% of those with wage 
loss. 


The pattern of replacement of lost wages varies signi- 
ficantly with the length of disability. As duration in- 
creases, the ratio of compensation to wage loss and the 
ratio of compensation to time loss fall dramatically 
(Table S-3). One reason for this is that short term in- 
come replacement tends to be more complete than long term 
disability insurance. Another reason is that unemployment 
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TABLE S-2 


Number and Percent of Injured Covered By Source 


Tort Damages 

Accident Benefits 

Long Term Disability 
Short Term Disability 
Canada Pension Plan 
Unemployment Insurance 
Workers' Compensation 


Welfare (Gains D) 


TOTAL 


Victims With 


Time 
Loss 
hb 
of 
Number Victims 
3693.26 39 9 
36 0} 62.9 
LZ edilet 20.4 
dhs 192 19.4 
38,294 6342 
oe. Ou) 3 lens 
Weer 249 
70 Or 
604637 100.0 


Victims With 


Wage 
Loss 


Number 


23,655 
35,983 
12,372 
yew 
39,365 
22,601 

Laide 


aid 


41,147 


vs 
of 
Victims 


100.0 
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TABLE S-3 


Compensation Ratio By Duration of Disability 


Duration Compensation Compensation 
Pe ieee Wage Loss Time Loss 
Tort Tort 
Damages Damages 
Tort Damages Equal Tort Damages Equal 
(Weeks) Estimated? Time Loss Estimated* Time Loss 
] 19.00 2200 7368 1.09 
2 TASS 1.44 4,40 1.02 
3-4 62 30 P02 Seas 1.08 
se ye! 6.59 Zee VANS rie 
14-26 Sead 1.66 1.98 unehl i 
27-52 Z28 les yROR 1.02 
537207 1.94 59 hippy 0.94 
Permanent anus ZO 0.66 0.88 
ALL 9.80 1.88 4,24 1.08 


Estimated from the Eckler Partners' claim survey. 
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insurance provides short term coverage for those without 
extensive employer benefits. A more important explanation 
lies in the pattern of tort compensation that was imputed 
from the Eckler Partners' claim data. Those with as 
little as one week of lost time will receive an estimated 
$2, 18iepluse46a7% of theirilostecarnings.) Thiswamcunieis 
free of income tax while the lost wages were taxed. Asa 
result, the average ratio of compensation to wage loss is 
a surprising 19.0 for those with only one week of disabil- 
ity. This ratio falls to about two for those with long 
term disability. The average person with a permanent dis- 
ability receives twice his/her actual wage loss when all 
the programs and income tax are taken into account. 


Another reason why the replacement ratio for wages is 
high is that disability programs such as Accident Bene- 
fits, Unemployment Insurance and the Canada Pension Plan . 
do not differentiate between part-year and full-year work- 
ers. Once eligibility is established, the victim can col- 
lect for each week in the year, even if he/she had worked 
only part-year in the past.“ The wage loss figures are 
reduced by the fraction of the year not worked, thereby 
adding to the ratio. 


The ratio of compensation to time loss is a more mean- 
ingful measure of the losses (although the value placed on 
lost time is arbitrary). The ratio of compensation to the 
value of time loss falls from 7.68 for those with one week 
of lost time to .66 for those with permanent disability. 
The latter figure is in line with the ratio provided in 
employer long term disability plans (but these are not 
necessarily indexed for inflation). 


The pattern of compensation by duration of disability 
is particularly sensitive to the assumption made about 
tort compensation. If one assumes that tort damages equal 
the value of time loss minus accident benefits,~ the 
replacement ratio does not fall so dramatically with dura- 
Lion Of disability (Fable $=3). 


The average replacement ratio conceals a wide varia- 
tion in the percentage replacement. Only 10% of victims 
receive no compensation; 47% receive more then three times 
their time loss. This number is affected by the large 
number of victims with one or two weeks of lost time and 
several thousand dollars in damages for non-pecuniary 
loss. If one looks at the distribution for those with 
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permanent disability, about 9% receive no compensation and 
no one receives more than two times his/her time loss. 


The group of victims with less than 25% compensation 
for lost time consists mostly of victims who were at fault 
and were therefore not eligible for tort damages. The 
bulk of the victims who are under-compensated are out of 
the labour force and are therefore likely to be ineligible 
for most of the insurance benefits. Of these, 56% are 
under age twenty, and the majority of these are male. 
Therefore, if one wanted to stereotype the uncompensated 
victim, he is a male teenager with little employment his- 
tory who was driving negligently. 


The Pattern of Compensation for Fatalities 


When there is a fatality there is a third measure of 
loss, the loss to the survivors. This measure represents 
the pecuniary loss suffered by family members in the 
household, taking into account the savings from the reduc- 
tion in the number of household members. To Lee noe 
intended to measure the value that the survivors place on 
the victim. 


The aggregate compensation (for) payable to survivors 
or the estates of those killed in motor vehicle accidents 
is shown in Table S-4. Given that the current basis for 
tort compensation is compensation of survivors, not re- 
placement of lost earnings, tort compensation tends to be 
a smaller percentage of total wage loss and time loss. 
Furthermore, it is easier to provide private coverage for 
survivors' losses than it is to provide disability insur- 
ance because the latter has more moral hazard. Conse- 
quently, the private insurance arrangements, primarily 
different types of life insurance, provide a higher per- 
centage of the total compensation. The total after-tax 
compensation exceeds the aggregate survivor losses but 
falls well short of compensating for the lost time of the 
deceased. It should be noted that for efficient deter- 
rence, tort damages for wrongful death should be much 
higher and should at least equal the victim's time loss. 


Tables S-5 and S-6 measure the number of victims whose 
survivors or estates receive benefits from alternative 
sources. The modest amount of accident benefits provides 
compensation in all cases not covered by workers' com- 
pensation. The Canada Pension Plan is predicted to 
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TABLE S-4 


Sources of Compensation For Survivors or Estates 


Tort Damages $74.59 3.5000 
Canada Pension Plan 27 »386;000 
Group Life 14,330,000 
Accident Benefits 8,260,000 
Accidental Death and Dismemberment 8,264,000 
Workers' Compensation Bee eels (9. 
Survivor Income 2,574,000 
Welfare Is ZOor, OCU 
Total Compensation Before Tax 122,248,000 
Taxes mig Jy boo dO0 


Total Compensation After Tax 116,889,000 


Total Survivor. Loss 102,580,000 
Compensation/Survivor Loss 

Total Wage Loss 242,789;,006 
Compensation/Wage Loss 

Total Time Loss eee) 2s O00 


Compensation/Time Loss 


Hs ts 


. 28 
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provide benefits to 75% of those with survivors. The 
relatively low percentage of victims with survivors who 
receive tort benefits is due, in part, to the higher 
percentage of drivers who are at fault in fatal accidents 
compared to non-fatal accidents. 


Survivor loss is much smaller than the other two loss 
measures. Consequently, the compensation to loss ratio is 
highest for this measure. In fact, the aggregate compen- 
sation exceeds the aggregate survivor loss by 12% (Table 
S-4). The compensation is only 28% of the value of time 
loss, which is not surprising given that the rationale for 
the Family Law Act provisions for wrongful death are in- 
tended to compensate survivors, not deter accidents. 
Fifty-five per cent of the deaths do not give rise to sur- 
vivor loss. Only 11% of the deaths result in compensation 
of* survivor loss:-below’ 50%; but these cases represent 
about one quarter of the total deaths with survivors. 


Cost of No-Fault Benefits 


The model is well-suited to forecasting the cost of 
any alternative compensation system. However, there is no 
behavioural response built into the model. That is, a 
generous compensation system would increase the number of 
lost time injuries and increase the duration of disabil- 
Lty It should also be noted that administrative costs 
are not included in the estimates. One of the claimed 
advantages of switching from a fault system to a no-fault 
system is a reduction in administrative costs. 


Consider first a program that would eliminate tort 
compensation (and Accident Benefits) entirely and would 
offer primary coverage to all victims of automobile acci- 
dents. The benefits would be 90% of after-tax earnings up 


to a maximum benefit of $30,000 per year. The minimum 
benefit would be $140 per week ($7,280 per year) for all 
victims. For those injured prior to age 65 the benefits 


would be equal to $7,280 after age 65. For those injured 
after 65, benefits would equal 90% of lost earnings (up to 
the maximum) for life. This program would cost $519 
million: or $99 per» vehicle. Acainst gthispicosts tone 
could deduct $90 million in Accident Benefits and $375 
million in tort benefits, for a net additional cost of $54 
million or $10 per vehicle. There would be substantial 
savings in other programs (which would provide secondary 
coverage) to the extent that they would be integrated with 
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the no-fault automobile insurance. These savings would 
not show up in reduced motor vehicle insurance premiums. 


An alternative no-fault system would eliminate tort 
claims for those falling below some threshold of loss. 
The threshold might be those with continuing losses, eval- 
uated at the end of the fourth year after the accident. 
That is, those not permanently disabled would collect from 
the no-fault system and would not be able to file a tort 


claim, Those permanently disabled would sue for the 
future losses only, evaluated at the end of the fourth 
year after Ithewaccidentievifors the yfiirstotour ryears | the 


permanently disabled victim would collect from the no- 
fault benefit program just described. 


This proposed system would reduce tort claims from 
35,550 per year to 770. It would universally compensate 
victims for a limited period of time. At the end of this 
period those claiming permanent losses and who were not at 
fault would have to demonstrate permanent disability in an 
adversarial process. The advantage of using tort damages 
for permanent losses is that tort damages are able to take 
into account losses that are difficult to deal with in a 
rigid no-fault insurance system. The use of lump sum tort 
damages for long term disability also has the advantage of 
eliminating the long term disincentive for rehabilitation 
inherent in any periodic payments system. It is estimated 
that *hthe faveracemtorteidbaimetoritlost Stimeasgandemon= 
pecuniary loss would be $168,000 under the proposed sys- 
tem, compared to $10,559 under the current system. 


The permanent loss threshold system is predicted to 
cost $225 million (Table S-7). The tort damages for in- 
jury would fall by $241 million (from $335 million to $134 
million)*® and the accident benefits would fall by $90 
million, giving a net saving of $106 million or about $20 
per vehicle. In addition there would be savings of $134 
million in other programs, provided they all chose to 
integrate with the automobile benefits, which seems likely 
in the case of private insurance and workers' compensa- 


tion. Integration may be more difficult to achieve for 
federal programs such as Unemployment Insurance and the 
Canada Pension Plan. The net reduction in the cost of 


compensating injured victims would be $240 million or $44 
per vehicle. 
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TABLE S-/7 


Costs of A Threshold System For Personal Injuries 


No-Fault Benefits Paid For Four Years 


, Tort Thereafter 


Aggregate 
(million $) 


Gross Benefits 225 


Change In Cost Of 


Accident Benefits - 90 
Tort Damages - 241 
Net Cost =) 106 


Change In Cost Of WC, 
CPE vmial Deol cane 
UI - 134 


Net Cost = 280 


Per Vehicle 
(3) 


43 








- 46 


Note: These figures do not take into account compensation 
for medical expenses. The tort figures include 
non-pecuniary loss and compensation for lost earn- 


ings only. 


So 


The savings realized would not necessarily represent a 
gain from society's point of view. From an insurance per- 
spective there would be benefits because compensation 
would more nearly reflect losses for many individuals who 
are currently over-insured or under-insured. There would 
be additional benefits if the proposed system could bg 
administered at a lower cost than the current system. 
The social cost of the change would be the result of 
reduced incentives to take care when driving. The reduced 
sncentives would occur because the fault-based compensa- 
tion would become a smaller percentage of total compensa- 
EavOnl. 
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I. INTRODUCTION 


Automobile accidents are a major cause of injury and 
death in Ontario, yet relatively little is known about the 
financial consequences of accidents for those injured or 
for the survivors of those killed. Significant amounts of 
compensation are paid to victims through public and pri- 
vate insurance programs and the tort system, yet littlewss 
known about the pattern or extent of compensation compared 
to the financialadess), This study combines data from 
a number of sources in order to simulate the financial 
impact on those who are injured or killed in Ontario. the 
computer model that was generated can be used for deter- 
mining the cost of alternative insurance systems. 


The current system of compensation consists of a num- 
ber of components: Workers' Compensation, the Canada 
Pension Plan, Unemployment Insurance, employer benefits, 
Schedule B benefits included with all automobile insur- 
ance, tort damages, and income-tested welfare programs. 
Each of these systems has different eligibility, criveria, 
benefit levels and tax treatment. Consequently, many 
observers have claimed that the overall system of compen- 
sation may under-insure some victims and over-insure 
others. Furthermore, the administrative cost of providing 
benefits from so many sources may be larger than under a 
comprehensive insurance system such as no-fault automobile 
insurance. The primary focus of this study will be to 
examine the relationship between benefit levels and lost 
income, net of income taxes, in order to determine the 
extent of insurance coverage that is being provided. The 
study concentrates on programs that offer benefits for 
loss of ability to work or to engage in normal activities, 
not those programs that provide medical benefits or 
rehabilitation for victims. 


The next section of the report will briefly describe 
the various programs that provide income to those with 
temporary or permanent disabilities and to dependants of 
those killed in motor vehicle accidents. It must be 
emphasized that the descriptions of the program structures 
are intended to provide an overview of the programs, not 
to provide an exhaustive list of all of the provisions. 
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II. SOURCES OF COMPENSATION FOR DISABILITY 


A. Workers' Compensation 


If a worker is injured in a motor vehicle accident in 
the course of his employment, he will be compensated 
through the workers' compensation system and will not be 
able atbomstiesan) tort. In 1985 there were 1,840 workers' 
compensation claims settled that resulted from injuries or 
death in motor vehicle accidents. This is a small 
percentage of total accidents, but workers' compensation 
is important in some occupations. For example, there is a 
greater than 60% chance that an injured individual, whose 
occupation is transport equipment operator, is covered by 
workers' compensation for his injury. Table II-1 presents 
the number of claims and the compensation under workers' 
compensation in 1985. 


Workers' Compensation benefits are 90% of after-tax 
earnings up to a maximum benefit of $444 per week. For 
those whose after-tax weekly wages are less than $225 the 
benefits equal the after-tax weekly wage. The workers' 
compensation benefits are not taxable. 


B. Canada Pension Plan 


The Canada Pension Plan provides long term disability 
benefits for those who have contributed for at least. two 
of the last three years or at least five of the previous 
ten years. The benefits are payable after a waiting 
period of three months. The applicant must be unable to 
secure regular, substantially gainful employment, and the 
disability must be prolonged. The weekly benefits are $56 
plus approximately 19% of earnings up to a maximum benefit 
of $146 per week. At age 65 the recipient receives re- 
tirement benefits. The children of disabled contributors 
receive about $22 per week until age 18 (or age 25 if they 
remain full-time students). In 1986, 1,259 of 18,460 new 
disability pension recipients in Ontario were disabled 
because of accidents, poisoning or violence. lt is 
not known what percentage of these disabilities were 
caused by motor vehicle accidents. 


ae] 


TABLE II-1l 


Workers' Compensation Claims and Compensation® 


Motor Vehicle Accidents Settled In 1985 


Claims Compensation 

Injuries 
Temporary eee $° 4,212,419 
Permanent TPZ. Ohi 
Total ig 818 S b2g329, oi 
Fatalities 22 S'p 9927, 583 


4 The Compensation is the present value of a claim. 


tee SE Se 


Source: Ontario Workers' Compensation Board. 
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C. Group Long Term Disability 


There is a significant amount of income replacement 
insurance that is provided by or arranged by employers. A 
much smaller amount of such insurance is sold to indivi- 
duals. Information on the extent of such coverage is 
available through life insurers who underwrite most of the 
long term disability insurance, employee benefit consult- 
ing firms who survey employer practices, and surveys of 
collective agreements. None of these sources provide the 
precise information necessary to determine the extent of 
coverage in Ontario. The life insurance figures do not 
identify the industry and do not include income replace- 
ment that is self-insured by employers. The benefit sur- 
veys and the collective agreements surveys tend to concen- 
trate on larger firms. The gaps in private coverage are 
likely to occur in small firms and low wage sectors of the 
economy. 


The Canadian Life and Health Insurance Association 
reports that its members were covering 801,436 employees 
for short term income replacement and 1,508,150 persons 
for long term income replacement in Ontario in 1985. 
In addition, 139,848 persons were insured through indivi- 
dual income replacement plans. The total number of per- 
sons covered for long term disability, 1,647,998, is 40.7% 
of full-time employees in Ontario. The figure for short 
term coverage is incomplete because a substantial number 
of organizations provide short term sick leave without 
purchasing insurance. The compensation surveys suggest 
that the extent of short term coverage is at least as 
great as the extent of long term coverage. 


Table II-2 presents the percentage of coverage for 
various plans as reported in five surveys. The long term 
disability coverage is very high in managerial and office 


employment and lower in unionized employment. The 
benefits typically replace 60 to 70% of wages but are not 
completely indexed for inflation. The benefits are 


taxable if the employer contributed to the premiums. 
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D. Group, shortshermm Disability and Sick Leave 


Short-term income protection is either provided 
through an explicit insurance arrangement, called a weekly 
indemnity, or through sick leave, which is self-insured by 
the employer. The weekly indemnity plans are more common 
jn blue-collar occupations. Weekly indemnity programs may 
offer less than full pay, but sick leave is likely to pxo- 
vide full pay for a specified period. To the extent that 
some plans allow accumulation of unused sick leave, the 
compensation is not really insurance. An automobile acci- 
dent victim who cannot work for a period of time would 
lose sick leave credits and therefore would not really be 
compensated for his/her loss or earnings. 


E. Unemployment Insurance 


Unemployment Insurance sickness benefits are payable 
to those with more than 20 weeks of employment during the 
previous 52 weeks. The self-employed and those earning 
less than $106 (and working less than 15 hours per week) 
are not covered by unemployment insurance, and those 
covered by workers' compensation are excluded from receiv- 
ing benefits. Employer sick leave and short term disabil- 
ity benefits are deducted from Unemployment Insurance 
sickness benefits. The benefits are payable for 15 weeks 
after a two week waiting period. The benefits equal 60% 
of the recipient's wage up to a maximum benefit. of “Sis 
per week and are taxable. 


F. Accident Benefits (Schedule B) 


Benefits are payable under the standard Ontario motor 
vehicle insurance policy for lost earnings of the driver, 


passengers or others involved in an accident. The bene- 
fits are payable regardless of the fault with sam excep- 
tion for suicides and impaired driving. The income 


replacement benefits, generally 80% of the weekly wage up 
to a maximum benefit of $140 per week, are payable for 
someone who is employed at the time of the accident or 
was employed six of the previous twelve months. The 
definition of disability changes two years after the 
accident. Prior to that time the insured person must be 
unable to perform "the essential duties of his occupation 
or employment." After two years he must be unable to 
engage in "any occupation or employment for which he is 
reasonably suited by education, training, or experience." 
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Those receiving benefits for permanent disability can 
continue to receive the benefits for life. These bene- 
fits are not indexed for inflation. 


The weekly benefit is reduced if the employee re- 
ceives benefits from some other sources. For the first 
two weeks the benefits equal the minimum of $140 or 80% 
of the weekly wage. Thereafter, the benefits are 80% of 
the weekly wage, minus benefits from other sources. The 
benefits are not taxable. 


A ‘principal unpaid housekeeper' may receive $70 per 
week for 12 weeks if he/she is completely incapacitated. 


Ge Plort 


Victims who can prove that another party, usually a 
driver, was negligent ('at fault') can collect damages in 
court. These damages are reduced to the extent that the 
victim is also negligent. The tort damages can be sub- 
stantial compared to most benefit programs. The victim is 
in principle entitled to enough damages to make him/her 
'whole', but the Supreme Court of Canada has placed a 
ceiling on the amount of damages for non-pecuniary loss 
(about $200,000). The damages are payable in a lump sum 
form, unless the parties agree to periodic payments (a 
‘structured settlement'). The victim must usually hire a 
lawyer to pursue his/her claim if the damages are signifi- 
cance 


H. Welfare 


There are numerous income-tested and asset-tested pro- 
grams for those with few resources. GAINS-D is the major 
program for the disabled in Ontario. The benefits vary 
with the special needs of the recipient, but the weekly 
amount is about $151 per week for a single person. 


ITI. SOURCES OF COMPENSATION FOR SURVIVORS 


A. Workers' Compensation 


A lifetime pension is payable to the surviving spouse 
of a person covered by workers' compensation. The amount 
payable depends on the age of the surviving spouse and the 
presence of dependent children. A spouse with no children 
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receives 40% of net earnings, with an additional 1% for 
each year of age over 40 or with a reduction of 1% for 
each year of age under 40. A spouse with dependent enial+ 
dren receives 90% of after-tax earnings until the youngest 
child reaches 19 years of age. At that time the age- 
related pension formula applies. Canada Pension Plan 
benefits are deducted from the covered earnings when the 
pension is calculated. 


If there is no surviving spouse, the surviving chil- 
dren will receive a pension to age 19. This varies from 
30% of after-tax earnings to 90%, depending on the number 
of children. 


Funeral expenses of $1,593 are paid and there: iis a 
lump sum death benefit to the spouse of $42,4/0, adjusted 


for age. The death benefits range from $21,235 to 
S63), /054uuiNone, Of workers' compensation benefits are tax- 
able. 


B. Canada Pension Plan 


The Canada Pension Plan provides benefits in the case 
of death for those who have contributed for three calendar 
years and at least one third of the years in their contri- 
butory period (or for at least 10 years). Death benefits 
equal approximately one and a half times the deceased's 
monthly earnings, up to a maximum of .$2,590.,.. Survivor 
benefits depend on the spouse's age and the presence of 
dependent children. The weekly benefit is approximately 
$22 plus 19% of the deceased's earnings, up to a maximum 
of about $67 per week. When the spouse reaches age 65 the 
weekly benefit is 60% of the deceased contributor's re- 
tirement pension (about 15% of earnings). There are 
reductions in benefits for survivors under age 45 without 
dependent children. Each dependent child receives $22 per 
week. Canada Pension Plan benefits are taxable. 


C. Group Life Insurance, Death Benefits 
and Survivor Income 


As indicated in Table II-2, group life insurance is 
very common. In addition there is often coverage for 
accidental death, despite the fact that the needs of the 
survivors are the same regardless of the cause of death. 
Employers will often allow employees to purchase addition- 
al life insurance coverage through the group plan. A less 
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common type of coverage provides income for a surviving 
spouse, 


D. Accident Benefits (Schedule B) 


The standard vehicle insurance policy provides bene- 
fits for those killed in a motor vehicle accident. 
Funeral expenses are payable up to $1,000 (which is below 
the usual cost) and death benefits are payable to the sur- 
vivors. Following the death of a head of a household, 
$10,000 is payable plus $1,000 for each dependant beyond 
the first. The amounts payable for the death of a spouse 
and dependant are $10,000 and $2,000, respectively. 


Ea Prort 


The Family Law Act permits the survivors to file a 
tort claim upon the death of a family member. The surviv- 
ors can collect the present value of the after-tax earn- 
ings of the deceased, less the amount assumed to be con- 
sumed by the deceased (usually about 30% in the case of a 
couple without children). Additional amounts are payable 
for future taxes that will be paid on the investment fund 
and for loss of "guidance, care and companionship". 


F. Welfare 


The death of a wage-earner could reduce a family's 
income and assets to below the maximum to qualify for 
various welfare programs. Furthermore, the death of the 
head of a household may make the surviving parent eligible 
for a program that is intended for single-parent famil- 
ies, 


IV. OVERVIEW OF MOTOR VEHICLE INJURIES 


A. (Minvstny tof Transportation 


A detailed accident report is completed by the police 
at the scene of an accident. These reports contain a sub- 
stantial amount of information concerning the type of 
accident, the vehicles involved, the persons involved, the 
extent of injury and the conduct of the driver and any 
pedestrian. These data are reported each year in the 


Ontario Road Safety Annual Report. 


S07 


Table IV-l presents some overall statasvicswon “acei= 
dents in Ontario. In 1985, 109,169 persons were injured 
and 1,191 persons were killed in automobile accidents. 
The distribution of injuries by severity is shown in Table 
IV-2. Based on pieces of information from other sources, 
jt seems likely that those with minor or major injuries 
plus about 20% of those with minimal injuries suffer some 
loss of time because of their injuries. 


The probability of being injured is unusually high for 
young men. Table IV-3 presents the age pattern of injury 
by type of activity (‘category of involved person'). In 
Table IV-4 the driver injuries and fatalities are present— 
ed as a percentage of the number of drivers in each age 
and sex category. The table illustrates the dramatic 
difference in the injury rate between young and olarariy— 
ers and the differences between men and women. 


The Ministry of Transportation and Communications 
generated a detailed set of tables from their data base 
for incorporation in the model of automobile injuries in 
Ontario. Section V of this report describes how this 
model was developed. 
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TABLE IV-1 
Selected Accident Statistics 


Ontario 1985 


Accidents 
Total Reportable 189, 750 
Fatal 1,036 
Personal Injury 73,840 
Property Damage 114,874 
Deaths 
Drivers (Total) 603 
Drivers (Impaired or Had Been Drinking) 285 
Passengers 30 
Pedestrians 182 
Other Road Users 7 50 
Total eo: 
Persons Injured 109,169 


Other Statistics 


Estimated Ontario Population (1985) 9,066,000 
Licensed Drivers 7600422 
Registered Vehicles 55 218.392 
Estimated Property Damage $547,518,951 


Source; Ontario Ministry of Transportation and Communica- 


tions, '85 Ontario Road Safety Report, pp. 8, 14. 
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TABLE IV-4 


Driver Injury and Fatality Rate By Age and Sex 


Injured and Killed As a Percentage of 
Drivers In Each Group 


oe ee 


Age Male Female All 
ae ee le ee ea Be 
Po—19 3.04 NI sts 2.43 
20-24 2.41 1.24 1.89 
25-34 1.44 0.87 1. 
35-54 0.99 OAs 0.88 
55-64 OS 2 O2o2 0.64 
65+ 0756 0.42 OwStr 
ne ae OO he eee 
All Le Sil 0.83 re ike 


Source: Ontario Ministry of Transportation and Communi- 
cations, licence data from '85 Ontario Road 
Safety Report, p. 23, injury and fatality data 
from unpublished tabulation. 
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B. Ministry of Health 


The Ontario Ministry of Health keeps detailed records 
On they causejsand. (type, of «injury ctor] those, requiring 


hospitalization. Thesvi985 data windieate that. 13,143 
persons were hospitalized as a result of motor vehicle 
accident injuries. The average length of stay in the 


hospital was 10.8 days. Table IV-5 indicates the age-sex 
pattern of hospitalization. 


It appears that the hospitalization data exclude many 
serious cases that ultimately lead to time loss. Given 
that the hospitalization figures appear to exclude most 
victims with lost time and at least two-thirds of those 
with more than one week of lost time, this source of data 


was) note uttliazed pin’ rthe lisimulation. Nevertheless, it 
might be possible in a future study to use these data to 
determine the extent of catastrophic injuries. For 


example, these data indicate that there were 52 hospital 
admissions with "fracture of vertebral columns with spinal 
cord lesion" in 1985. 


C. Disability Surveys 
Pee_,Ohntario Ministry) of Health 


In 1980 the ministry surveyed 15,948 dwellings in 
Ontario and identified 2,423 handicapped persons. 
Interviews were conducted on 1,764 handicapped persons. 
The handicapped were identified by the response to a 
question concerning 18 specific limitations. For example, 
the respondent was asked whether or not there was anyone 
in the household who "is unable to work at all or to work 
regularly" or "is deaf or has serious hearing problems". 


The study identified 64 persons, or 3.8% of the sam- 
ple, who reported that the primary cause of a first- 
mentioned physical problem was an "Accident in 
travel", The other accident categories were "Work 
mecident') (8.52) and. “Home. sAccident (453%). eset als. exe 
tremely difficult to generalize from such a small sample 
of possible automobile accident victims, but the survey 
does suggest that automobile accident victims are a small 
part of the total handicapped population. This survey did 
not include the institutionalized population. 
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TABLE IV-—5 


Hospitalization of Victims of Motor Vehicle Accidents 


Ontario 1985, By Age and Sex 


Sal aa a pe cs SMU es sD cen SS ST a ee 


Average 
Number 
Age Male Female Total of Days 
cede, ot Milak © lane alse. VN 3 Snobs nc Sa a ean ee i 
0-4 202 92 294 7 
Delia, 817 484 hasor 10 
to-20 tWoZS 743 25000 9 
21-24 weg50 a0 1,860 iO 
2-34 Le Gaul 813 2,464 9 
35-44 871 See 1,423 if 
45-54 564 448 reOLZ it 
55-64 465 438 903 ise. 
65-74 326 390 716 16 
Foe 230 244 479 20 
Unknown iW 6 yg ll 
st eat ee a 
Total 8,423 aeh20 13,143 re 


a ES 


Source: Ontario Ministry of Health. 
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2. Statistics Canada Health and Disability Survey 


Statistics Canada surveyed 126,698 persons in 1983 and 
1984 and identified 15,854 disabled persons. Dis- 
ability was defined according to the World Health Organi- 
zation definition as "any restriction or lack ... of 
ability to perform an activity in the manner or within 
the range considered normal for a human being." 
There were estimated to be 3.857 million disabled persons 
in Canada aged 15 and over. Of these, 575,000 were 
said to be caused by accidents, or 14.9%, 18 In Ontario 
there were estimated to be 937,000 disabled persons. 
Multiplying .149 by 937,000 and applying the ratio of 
travel accidents to total accidents in the Ministry of 
Health survey gives an estimated population of disabled 
victims of travel accidents equal to .149*937,000* (64/281) 
= 31,/98. This total excludes those under age 15. 


The model developed below contains rough estimates of 
the permanent disabilities caused per year. The model 
predicts that 1,198 persons will be permanently disabled 
each year. At the current rate of injury, with no change 
in the current population structure and no change in risk 
of injury, ultimately the number of individuals in the 
Ontario population who are permanently disabled as the 
result of automobile accidents would reach 54,491, 2 
This is probably an upper bound on the number of perma- 
nently disabled automobile accident victims in Ontario. 


3. Statistics Canada Absence from Work Survey 


Statistics Canada added a special survey to the 
Monthly Labour Force Survey in February of each year be- 
tween 1979 and 1982. The sample consisted of one half of 
the full Labour Force Survey sample (which covers approxi- 
mately 120,000 persons). The respondents were asked 
whether they were absent from work for more than two weeks 
during the previous year due to illness or accident and 
were asked about any compensation they may have received 


during this absence. The survey indicates that of 
4,257,000 paid workers in Ontario in 1978-1981, 272,000, 
or 6.4%, were absent two or more weeks. Of these, 


80.1% received compensation. 


This survey provides some information on the extent of 
coverage by employer sick leave or disability insurance. 
In Ontario 23.1% received group insurance and 30.0% re- 
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ceived partial or full pay from their employers. The sum 
of these percentages, 53.1%, may include some double 
counting, but the number tends to confirm other in- 
formation on private disability coverage. 


D. Green Book 


The Insurance Bureau of Canada publishes data ‘on_ the 
claims. experience of motor vehicle insurance compa- 
nies. Most of the data combine claims for property 
damage and bodily injury, but there is some information on 
the total cost of bodily injury claims. In 1985 the pre- 
sent value of bodily injury ‘loss cost' per private pas- 
senger vehicle was SUG2n-Oon The estimated cost of 
bodily injury liability claims equals $643 million for 
about 43,000 bodily injury claims (Tab lerViV=6 yi" These 
totals include compensation for all heads of damage, not 
just lost earnings. In the same year there were 20,632 
claims (the number of claimants is larger) under the Acci- ~ 
dent Benefits provisions for loss of income, costing 
6535221000. 


E. Summary of Total Compensation 


Table IV-6 summarizes the total amounts of compensa- 


tion from various sources. In many cases, data are un- 
available specifically for automobile accidents. The data 
also differ in the method of costing. Some are on an 


annual basis while others represent the present value of 
future payments. 


V. DESCRIPTION OF THE MODEL 


A. Creation of a Sample of Victims 


No single data source contains enough information to 
determine the extent of compensation for injured victims. 
Therefore, it was necessary to create a data’ set by ‘com- 
bining existing data sources. A flow chart of the data 
set creation process is shown in Figure V-l. The founda- 
tion for the data set is the 1981 Census of Ganada’. \“The 
census data are available at an individual (or family} 
level for a one in fifty sample of the population. 
Data were available for 172,514 persons in Ontarzo.. far 
each person, information is provided on many variables, 
including income and work activity in 1980. The complete 
list of variables from the census that were used in the 
model is provided in Table V-l. 
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TABLE IV-6 


Aggregate Compensation For Disability In Ontario 


Annual Payments 
Short Term Disability* 


Long Term Disability* 


Unemployment Insurance b 


CPP (new beneficiaries) © 


Welfare (GAINS-D) 


Present Value of Benefits 
For Those Injured In Year 


Workers' Compensation*® 


Accident Benefits! 


Tort Bodily Injury® 


Year 


£985 
1985 
1986 
1986 
1986 


Total 


E/O033 , 1/4 
236,30);,360 
WO e071 10 

4,732,300 
431,400,000 


JB2507/ 1 9900 


Health Insurance Benefits in Canada, 1985. 


Gar. J/3-00L, 


Automobile 


fs 

2 

2 
322,750¢ 


? 


14,322,354 
53422) ,495 
643 ,305 ,000 


Canada Life and Health Insurance Association, Survey of 


Statistics Canada, Unemployment Insurance Statistics, 


© Unpublished data from Health and Welfare Canada. 


This is an estimate of the amount paid to new claimants 


who were disabled because of accident, poisoning and 
violence. The Canada-wide proportion with such causes 
was multiplied by the Ontario benefits paid out. 


figures apply to claims settled in 1985. 


& Insurance Bureau of Canada, 


Data provided by Workers' Compensation Board. The cost 


Unpublished data from the Insurance Bureau of Canada. 


1986 Automobile Insurance 


Experience, p. 290 multiplied by .//39 to convert to 
present value. The data refer to private passenger 


automobile claims. 
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FIGURE V-1 


Flow Chart For Construction Of Injured Population Data Set 
















Number 
in Sample 
1981 Census 7275 1% 
1/50 Sample of Ontario 
1985 Injured 
age*sex*cat* 
injury*impact* 
drivact*pedact 
Random Number 
Adjust Income 
to 1986 
Injured Population Lyd? yo dp 
100% Sample 
Random Number 
Delete 78.9% of Injured Population 61,881 


minimal injuries with Lost Time 


Random Number 
Injured Population 61,881 





Including Duration 
of Disability 





Note: 1,244 fatalities are included in the injured popu- 
lation. 
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TABLE V-1 

Census Data Used In Model 
Province 
Age 
Sex 
Census Family Status 
Number of Persons in Census Family 
Total Census Family Income Group (1980 income) 
Labour Force Activity (Week prior to June 3, 1981) 
When Last Worked 
Weeks Worked in 1980 
Full-time or Part-time Weeks Worked in 1980 
Occupation 
Industry 
Total Income in 1980 
Wages and Salaries in 1980 
Investment Income in 1980 
Age of Husband or Father 


Age of Wife or Mother 
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The Ministry of Transportation and Communications did 
a special cross-tabulation of persons injured in 1985. 
This produced the number of injured persons by age, sex, 
injury type, category of person (driver, pedestrian, 
Stoo) yeimpaer type, .draver action, and pedestrian action. 
The resulting seven-dimensional matrix contained 6,048 
separate cells. Table V-2 indicates the variables provid- 
ed by the Ministry of Transportation and Communications. 


For any age and sex the probability of being in any of 
482 cells (injury type, category of person, impact type, 
driver action, pedestrian action) could be calculated by 
comparing the number injured with the population in the 
particular age and sex group. Random numbers were 
generated by the computer in order to assign a particular 
individual on the census data tape to one of these 
cells. Of course, some individuals are randomly 
assigned to the 'not injured’ category and are no longer 
considered in the analysis. The resulting sample is a 
100% sample of the injured population in Ontario, based on 
1985 injuries and fatalities. The total number of persons 
jmaybher Sample: LSet l0el03.——This total differs slightly 
from the Department of Transportation and Communications 
total (110,189) because of the random process used to 
assign injuries and death to individuals. 


The total number of injured persons includes some vic- 
tims who have relatively minor injuries which do not re- 
sult in any time lost from their ordinary activities. 
Determining the number of victims without time loss is 
difficult, but there are two pieces of information to go 
on. First, a survey of accident victims conducted in 1981 
found that 56.9% of those injured had lost time. Of 
those with some lost time it has been assumed in the 
Insurance Bureau of Canada submission on no-fault insur- 
ance that one third lose less than one week. Applying 
these probabilities to the total number injured gives 
60,637 persons with some lost ting and 40,549 persons with 
more than one week of lost time. 


The Regie de 1]'assurance automobile in Quebec has com- 
prehensive data on those who are collecting indemnities 
for lost time. In Quebec 34.9% of the injured collect 
indemnities. It is necessary to be disabled for more 
than one week to qualify for these benefits. As a rough 
cross-check of the number with more than one week note 
that 34.9% of 110,103 is 38,426, close to the figure de- 
rived above (40,549). 
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TABLE V-2 


Data From Injury Statistics 


é 


O=15 
16-19 
20-24 
25-34 
35254 
55-64 
65 and over 


Sex 


Female 
Male 


Type of Injury 


Minimal 
Minor 
Major 
Fatal 


Category of Person 


Driver of Private Passenger Vehicle incl. 


Driver of Other Vehicle 
Passenger 
Pedestrian or cyclist 


Impact Type 


Other Motor Vehicle 
Pedestrian or Cyclist 
Fixed object or other circumstances 


Driver Action2® 


Not Known 
Proper 
Improper 


Pedestrian Action 
Not Known 


Proper 
Improper 


Motorcycle 
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Aftepuone week’ of edisabi@ity, theremisima rapLal res 
covery for most victims. Only a very small fraction are 
still unable to work or carry out their normal activities 
after a few years have elapsed. The Quebec experience on 
duration of disability was applied to the Ontario injured 
population (Figure V-2). It should be recognized that the 
average duration will be increased in Quebec because of 
the universal indemnity. 


Beginning with the population of injured persons, 56.9 
per cent were retained in the sample because they lost 
time. The assignment of lost time was assumed to be con- 
centrated amongst those with more serious injuries. This 
assumption implied that about 79% of those with minimal 
injuries had no lost time. One third of those with some 
lost time, concentrated among those with minimal or minor 
injuries, were assumed to have less than one week of lost 
time. The remainder was assigned a duration of disability 
based on a random number according to the probabilities 
experienced in Quebec. The resulting distribution of lost 
time is shown in Table V-3. 


In this model there is no consideration of partial 
disability. A week of lost ability to engage in one's 
ordinary activities is assumed to be complete. In reality 
the extent of disability varies over a broad range, and 
any measure of economic loss should recognize that fact. 
However, most compensation schemes, with the exception of 
tort damages, do not deal satisfactorily with partial dis- 
ability. There is usually some incentive for those with 
partial disabilities to claim total disability. Similar- 
ly, those with legitimate partial disabilities are fre- 
quently denied compensation. Consequently, the all or 
nothing assumption inherent in the model, although un- 
satisfactory from an economic point of view, may ade- 
quately mirror the way in which many compensation systems 
operate. 
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TABLE V-—3 


Assumed Duration of Disability 


Weeks Disabled Number * 
Chen She ee Oe eRe) ee 

1 20,088 S48 

2 ue Pal: OND 

3 BOF 6.0 

4 By23% Shr f 

Sy apes 15,492 2dte3 

14426 6,467 LO... 7 

Zhe 52 4,127 One 

Boe cere? 2,500 4,1 

Permanent 1,198 2.0 


ALL 60,637 100.0 
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BesaeCaiculation ofoVictamhosses 


1. Injured 


Injured victims may suffer several types of losses. 
They may have pain, out of pocket expenses, and loss of 
the ability to earn income for a period of time. Further- 
more, they may lose the ability to perform work in the 
home or to enjoy their leisure activities. This study is 
primarily concerned with the loss of time, whether it be 
time in the labour force, time spent working in the home, 
or time spent enjoying leisure activity. Measures of wage 
loss are also calculated. 


a. Wage Loss 


When a worker who is in the labour force full-time 
suffers an injury, the calculation of the loss of wages is 
straightforward. The loss equals the number of weeks of 
disability multiplied by the weekly earnings. In this 
study the wage losses were measured net of income taxes. 
The measurement becomes more difficult for those who are 
in the labour force part of the year. For example, if 
someone normally works one quarter of the year and is 
injured for one week, has he lost a week of earnings? He 
may adjust the timing of his work in order to maintain his 
earnings. If he makes this adjustment, the effect of the 
disability is to reduce his leisure by one week rather 
than reduce his earnings. As a measure of the wage loss, 
the number of weeks of disability were multiplied by the 
individual's weekly earnings. This product was then mul- 
tiplied by the weeks of work during the previous year 
divided by 52. This approach has the advantage that it 
accurately measures the wage loss for those who are dis- 
abled for a discrete number of years, but it may misrepre- 
sent the wage loss for those with short term disabili- 
ties. 


Another measurement problem arises because current 
earnings and work patterns do not necessarily represent 
future earnings and work. Young people will have dramati- 
cally different earnings when they are older and most 
workers will eventually retire from the labour force. The 
only adjustment made in the wage loss measure was to 
assume that everyone retires at age 65 or 4 years after 
the accident, whichever comes later. The time loss mea- 
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sure, described below, incorporates some additional ad- 
justments for younger VICTIMS. 


b. Time Loss 


The wage loss measure places no value on a disability 
for someone who is not in the labour force. The courts 
are now more willing to place a monetary value on the loss 
of ability to perform household duties. Extending this 
principle to all victims, a rough measure of time loss was 
calculated. The time loss was valued at $140 per week, or 
S7/5230m peruayear. Thi rey ougiky: what, courts have 
provided for loss of household services. The value 
of a week's time loss was assumed to equal the value of 
after-tax weekly earnings or $140, whichever is greater. 
Those who are injured before age 21 are assumed to earn 
the average industrial wage ($430.90 per week in 1986, 
$327 after tax) after age 21. Everyone over age 65 is 
assumed to have a time loss valued at $140 per week, the 
same as for all others who are not in the labour force. 
The $140 minimum weekly loss is assumed to be net of tax. 
The wage loss and time loss measures are expressed as the 
present value of all future losses, discounted with a 
2-1/2% real rate of discount. 


Dawa 


The losses arising out of a death can be viewed from 
the deceased victim's perspective or from the survivors' 


perspective. Three measures were calculated: wage loss, 
time loss and survivor loss. All three measures were cal- 
culated net of income tax. The wage loss and time loss 


calculations were made in the same way as for injured 
victims. 


From a deterrence point of view, the at-fault driver 
should bear a cost at least equal to the present value of 
the time loss. The loss that the victim might have chosen 
to insure would be the survivors' losses. This principle 
is recognized in the Family Law Act, which extends tort 
claims to fatal accidents. The Act currently allows 
damages to be paid to survivors on the basis of the sur- 
vivors' losses, not the deceased's. 


The deceased may have been providing full or partial 
support for the other members of the family, but he was 
also consuming part of his income. In order to determine 
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the survivors' losses one must calculate the amount of 
income that the survivors must have in order to enjoy the 
same standard of living that they enjoyed before the acci- 
dent. There have been a number of economic studies which 
attempt to estimate the amount of additional income re- 
quired to maintain a constant standard of living as family 
size increases. The methodologies of these studies 
include budget studies, opinion polls and analyses of 
expenditure patterns. The approach taken by Statistics 
Canada provides the most reasonable estimate. By 
analyzing expenditure patterns of households of different 
composition, the Statistics Canada study found that a sin- 
gle individual needs 69% as much income as a couple in 
order to maintain the same standard of living. Le Wis 
necessary~ to subtract “31% (of “family. ancome’ from=the» lost 
earnings an ‘order to estimate correctly “the survivor's 
pecuniary loss. In other words the expected net income 
provided by the deceased for the benefit of the survivor 
in any future year is: 


Deceased's Net Income 
- .31 x [Deceased's Net Income + Survivor's Net Income 


= .69 x Deceased's Net Income - .31 x Survivor's Net 
Income 


A similar approach is used when there is more than one 
SUrVivor. As family size increases, the proportion of 
family income that is required to maintain the standard of 
living of the survivors increases above .69. 


The calculation of the survivors' losses was made 
using the time loss measure as the deceased's income. 
This, in effect, places a value on household services 
being provided by the victim. 


C. Calculation of Compensation for Victims 


2 Pneroduction 


The sample of victims contains information on many 
characteristics of the individuals but does not contain 
any information on disability insurance coverage. 
Furthermore, the information on annual weeks worked and 
annual income refers to the individual's activity during 
the previous year. Since eligibility for many public and 
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private insurance programs depends on the recent employ- 
ment history, it was necessary to make some assumptions 
concerning the timing of the accident. It was assumed 
that the accident occurs during the census reference week 
(in June) and that the 1980 information on income and 
weeks worked refer to the twelve month period just prior 
to the accident. This assumption should not have any 
important effect on the results. 


Given the diversity of insurance coverage for injured 
victims as compared to those killed, these two groups were 
treated separately. The sample of fatalities contains 
1,244 victims. «i The, Manistay sot Transportation and Commun- 
ications reported 1,191 persons killed in motor vehicle 
accidents in 1985... The difference is due to the random 
process used to generate the data. 


Most programs are indexed for inflation, with the 
exception of private long term disability benefits and 
accident benefits. Therefore, all calculations were done 
in real terms, and the value of nominally fixed benefits 
was assumed to fall at 5% per year. Discounting was done 
under the assumption of a 2.5% real discount rate. Future 
real wage growth due to productivity was not included. 


2. Taxes 


The tax treatment of compensation programs differs 


considerably. Therefore, the overall compensation was 
calculated net of taxes (including Canada Pension Plan 
contributions and Unemployment Insurance premiums). The 


1986 tax system was assumed to be in place. Taxes were 
calculated given the earnings, pension, interest and other 
income of the individual. Taxes had to be calculated 
before the injury, after the injury but before compensa— 
tion, and after compensation. In addition, the taxes had 
to be determined for those eligible for workers' compensa- 
tion. It was assumed that all nominal amounts in the tax 
system are indexed for inflation. It was assumed that the 
recipient of tort damages could invest (in a home for 
example) Qt consume immediately without incurring tax 
Ligbosbat ye 
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3. Workers' Compensation 


The Workers' Compensation Board provided data on the 
number of claims by occupation. The claim numbers were 
divided by the injured population in each occupation 
(excluding the self-employed) in order to obtain the pro- 
bability that a victim would qualify for Workers' Compen- 
sation. The probabilities are shown in Table V-4. A ran- 
dom number was then generated in order to assign indivi- 
duals to Workers' Compensation. Average weekly earnings 
during the previous year, after income tax, were the basis 
for the benefit calculation. 


4. Canada Pension Plan 


Canada Pension Plan disability benefits are payable 
only to those who are totally disabled. The benefits 
begin after a three month waiting period. Eligibility for 
the Canada Pension Plan disability insurance is based on 
the number of years of contributions prior to the disabil- 
Cy. Given the absence of more than one year of work 
history it was necessary to assume that all workers over 
age 21 are eligible for CPP disability benefits. The pen- 
sion calculation was also based on current earnings, not 
an average of previous earnings. Disabled Contributor's 
Child's benefits were assumed to be payable for all chil- 
dren for eight years after the accident because the exact 
ages of the children were not known. 


9. Long Term Disability 


Eligibility for long term disability insurance had to 
be assigned based on relatively little information. The 
initial group that might be eligible consisted of full- 
time workers between the ages of 19 and 64 who were em- 
ployed at the time of the accident (the reference week), 
who worked more than 26 weeks during the previous year, 
whose self-employment income did not exceed their wages, 
and whose weekly wages were more than $140. These re- 
quirements are arbitrary but are generally designed to 
capture the fact that those who are not full-time partici- 
pants in the labour force and those just starting a job 
are not likely to be covered. The assignment by industry 
and occupation was loosely based on published compensation 
studies and collective agreement studies (Table II- 
Zz, The resulting pattern of coverage by occupation 
is shown in Table V-5. The individual insurance coverage 
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TABLE V—-4 


Percentage Of Those Injured Covered By 


Workers' Compensation By Occupation 


Occupation Percentage 


Managerial, Administrative and Related 1.0 


Natural Sciences, Engineering and 


Mathematics ZLO9 
Social Sciences and Related 2208 
Teaching and Related lee ZO 
Medicine and Health 2.43 
Artistic, Literary, Recreational and Related 0.61 
Clerical and Related 0.80 
Sales 1826 
Service 6.99 
Farming, Horticultural and Animal Husbandry B28 
Other Primary Bion 
Processing 0.90 


Machining and Product Fabricating, 


Assembling and Repairing 1.48 
Constructions Trades 5.40 
Transport Equipment Operating 60.49 


Other 4.58 
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TABLE V—-5 


Percentage of Ontario Workers Assumed Covered For 


a 


Long Term Disability, Group and Individual By Occupation 


Occupation Percentage 
Managerial, Administrative and Related 81 
Natural Sciences, Engineering and Mathematics 13 
Social Sciences and Related 30 
Teaching and Related 96 
Medicine and Health JE 
Artistic, Literary, Recreational and Related yo 
Clerical and Related 32 
Sales 22 
Service 24 
Farming, Horticultural and Animal Husbandry 22 
Other Primary a7. 
Processing 48 


Machining and Product Fabricating, 


Assembling and Repairing 4] 
Constructions Trades id 
Transport Equipment Operating 28 
Other SF 


@ The percentages are based on full-time employees under 
age 65, 
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was assumed to be concentrated among those with more self- 
employment income than employment income. 


For the purposes of the simulation the pattern of dis- 
ability insurance coverage by industry and occupation does 
not have to match exactly the actual pattern. Tt -is: more 
important that the coverage mirror the actual distribution 
of coverage by income class and by eligibility for other 
benefits. There is no way of knowing whether the assumed 
pattern is realistic. The number of workers covered in 
the model (among the total population, not the injured 
population) is close to the number reported by the 
Canadian Life and Health Insurance Association. 


The long term disability benefits were assumed to 
equal two thirds of weekly wages and to be taxable. IC 
was assumed that the benefits are not indexed for infla- 
tion and that they decline in real terms by 5h 


In most cases subrogation rights are not exercised by 
those providing long term and short term disability bene- 
fits Therefore, it was assumed that the recipient of 
disability insurance may receive compensation from tort 
damages as well. To the extent that some insurers or em- 
ployers now exercise subrogation rights, the amount obi 
compensation reported in the model will be too high. 


6u <Short Term Disability 


The individuals covered by long term disability were 
assumed to be also covered for short term disap Dit yaeslne 
benefits were assumed to equal the wages for those in 
managerial, teaching and clerical occupations and for half 
of the workers in other occupations. For the remainder of 
those covered, the benefits were assumed to equal 70%. 


7. Unemployment Insurance 


Unemployment Insurance sickness benefits are payable 
to those with more than 20 weeks of employment during the 
previous year. The self-employed, those receiving short 
term disability benefits from employers, and those covered 
by workers' compensation are excluded from benefits. 
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8. Accident Benefits 


The model was able to replicate closely the Accident 
Benefits income replacement provisions. Those between the 
ages of 18 and 64, who worked more than 26 weeks in the 
previous year or who were employed at the time of the 
accident, and who were not covered by workers' compensa- 
tion were eligible for loss of income benefits under 
Section B, subject to the amount of benefits received from 


employers and private disability insurance. Those not 
qualifying for these benefits may qualify as 'principal 
unpaid housekeepers'. The Accident Benefits for disabili- 


ties lasting more than one year are assumed to be constant 
in nominal terms and to fall in real terms by 5% per 
year. 


9. Tort Damages 
A eheld au LY. 


The reports filed at the scene of the accident contain 
ontonmation .Onwthe, conduct of thesdriver, scyclists, or 
pedestrian. These data can be used to assign fault in the 
model. Drivers who were not driving properly were assumed 
to be at fault. Cyclists and pedestrians who were not 
riding or walking properly were also assumed to be at 
fault. Passengers were assumed to be not at fault. These 
assumptions produce the pattern of liability shown in 
Table V-6. 


Unfortunately, the action of the other driver ina 
collision with another motor vehicle was not known. 2? 
However, 720. appears ithat60.8/%,,0f the, drivers: hitting 
other motor vehicles were found to be driving properly. 
There are two interpretations of this. MirSit semi 
vehicle collisions could be initiated by one driver driv- 
ing improperly. Second, two-car collisions could be truly 
accidents, with neither driver found to be driving impro- 
perly by the officer at the scene. This second interpre- 
tation was assumed for the purposes of assigning liabil- 
ity. Under this second interpretation it is possible that 
a court might assign liability to one or the other driver 
or might divide fault between the two. The risk of losing 
on the liability question when both drivers were driving 
properly (as observed at the scene of the accident) would 
induce most drivers to settle for less than the full loss. 
In the model it is assumed that ((60.87 - 39.13)/60.87) 
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TABLE V—-6 


Number of Injured Victims By Category and Fault 


Category of Person At'tFault NoteArtrault Total 


Driver of Passenger 
Vehicle or Motorcycle LP 90S PRo2o Deak 


Driver of Other Motor 


Vehicle Nines tia ats: 630 1,808 
Passenger 0 20,594 ZO097 
Pedestrian or Cyclist 4,221 2,/80 P3001 


ee 


TOTAL ZI ROUT lye 18 607637 


ev deh ee ee eS ee ee ee 
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*100 = 35.7% of drivers who were driving properly and who 
hit other motor vehicles would recover one half of their 
losses. This would occur as a result of an explicit court 
decision, or more likely, as a result of settlement for 
less than the full loss. 


b. Tort Damages 


The principle behind tort damages is straightforward: 
the victim should be restored to the level of well-being 
he/she had prior to the accident. This principle is not 
easily implemented when there are non-pecuniary losses, as 
will almost always be the case when there are injuries. 
The Supreme Court of Canada limited damages for non- 
pecuniary loss to $100,000 in January 1978, indexed for 
inflation. The limit is now nearly $200,000. 


Compensation for loss of wages is straightforward for 
those who were full-time members of the labour force prior 
to the accident. The damages will equal wages lost prior 
to settlement or trial plus the present value of future 
wages and pensions. It becomes more difficult to calculate 
damages when someone is not currently in the labour force, 
but courts will attempt to assess the likelihood that 
wages would have been earned, had the accident not taken 
place. Increasingly, courts have been willing to place a 
value on non-market activities. In the model two alterna- 
tive assumptions were made concerning tort damages. The 
first assumption was that the award would be based on the 
value of lost time, as described above. 


A second assumption concerning tort awards is based on 
the bodily injury insurance claim data collected by Joe 
Cheng at Eckler Partners. Those completing the claim re- 
ports were asked to report the weekly wages and the amount 
of lost time: from these data third party claimants who 
were not at fault and were employed were selected. The 
present value of lost wages as of the date of the accident 
was compared to the present value of compensation for lost 
employment income plus non-pecuniary damages. These 
amounts are net of Section B accident benefits. The 
average compensation for lost employment, evaluated at the 
date of the accident was $6,106, compared with the present 
value of lost wages equal to $9,664. On the other hand, 
non-pecuniary damages averaged $5,664. Average total 
damages equalled $11,770, 22% more than the lost wages. 
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Most previous studies of tort compensation have sug- 
gested that the ratio of compensation to loss falls with 
the magnitude of the loss. The relationship between the 
present value of wage loss and the present value of com- 
pensation was estimated with least squares regression on 
the Eckler data. Specifically, the compensation for lost 
employment income plus non-pecuniary loss was regressed on 
wage loss plus dummy variables for low loss individuals 
(Table V-7). The coefficients were Statistically “Stenifi— 
cant. The hypothesis that the compensation increases one 
for one with the wage loss could be rejected. Each dollar 
of wage loss adds $0.467 of tort compensation. The esti- 
mated equation was used in the simulation as an alterna- 
tive predictor of tort damages. In? the’ predietion™ the 
value of lost time was substituted for the value of lost 
wages. For example, predicted tort damages are $20,236 
plus 46.7% of the value of lost time for those with a loss 
in excess of $10,000. Those with losses below $1,000 are 
predicted to have tort damages equal to $2,181 plus 46.7% 
of the value of the time loss. 


10. Welfare 


Permanently disabled individuals between the ages of 
18 and 64 who did not receive tort benefits and whose 
family income was less than $8,769 ($6,000 in 1980) was 
assumed to be potentially eligible for GAINS-D benefits, 
subject to annual income tests. The benefitss*whicht=in 
practice vary with special needs, were assumed to equal 
$151 per week minus the benefits received from other 
sources. The estimate of those who would receive welfare 
payments does not include injured children who might 
eventually receive welfare, unless the family income was 
initially below $8,769. 


DL. @=Sotirces: of Compensation for Survivors 


1. Workers' Compensation 


Coverage of those killed under workers' compensation 
was calculated in the same way as for those injured. 
Given the lack of information on the exact age of chil- 
dren, the benefits were assumed to be payable to ah tenes — 
dren for twelve years. 
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TABLE V—7 


Regression Of Tort Compensation On Time Loss 


Eckler Partners Data 


Dependent 
Variable : Compensation for Wage Loss plus Non-Pecuniary* 
Analysis of Variance 
Sum of 
Source DF Squares Mean Square F Value Prob>F 
Model feezoohe LOIISSS 956930252959" 2217.,.02/- 50-000) 
Error SQ5ieu3 742500802352 74534069.435 
C Total 509 372846019861 
Root MSE 16478.30906 R-Squared Ooe se 
Dep Mean PII LO 22049. Ad] R-Sq 0.6293 
Cay. 139.99994 
Parameter Estimates 
Parameter Standard T for HO: Prob>|T| 
Variable Estimate Error Parameter=0 
INTERCEP 20236 TOR 10:°193 0.0001 
PVLOSS ~46737 02039 22 Roy 0.0001 
Loss < 1000 = 16005 ao At | Peay 0.0001 
O00 S Gal <<. (5000 S-14876 2277.49 =: 550 0.0001 
S000 Lr <i10000" =12683 216349 -4,589 0.0001 


*. Thextort damages are expressed as the present value at 


the date of the accident. 
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2. Canada Pension Plan 


The amount of benefits payable had to be calculated 
with the current earnings of the deceased, rather than 
with the longer-term measure that is actually used. Given 
the lack of detailed information on the exact age of. chil= 
dren, the benefits were assumed to be payable to all chil- 
dren for nine years. 


3. Group Life Insurance 


Eligibility for group life insurance was assumed to be 
the same as for long term disability. The amount of the 
coverage was set at twice the deceased's annual wages. 


ieee Group Death Benefits 


Sixty per cent of those covered by group life were 
assumed to be covered by Accidental Death and Dismember- 
ment benefits equal to twice annual earnings. 


S. Survivors' Income 


Fifteen per cent of those covered by group” |pieewere 
assumed to be covered for survivors' income benefits equal 
to 25% of the deceased's earnings. 


6. Accident Benefits (Schedule B) 
The provisions were accurately captured in the model. 
TRLOL 


Tort damages were payable for those with survivors in 
the household when the deceased was not at fault. Table 
V-8 shows the pattern of fault by category of person 
killed. Forty-four per cent of the victims were not at 
fault or were only partially at fault. The tort damages 
were assumed to equal the present value of the survivors’ 
lose, “calculated ‘ac described above plus $25,000 per 
family member. No damages were assumed to be payable for 
the death of a child. The tax gross-up on the award was 
calculated in a rough way based on a typical’ “set= Of 
assumptions. 
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TABLE V-8 


Deceased Victims By Category and Fault 


Category of Person Atekault Not At Fault Totad 


Driver of Passenger 
Vehicle or Motorcycle 498 100 598 


Driver of Other Motor 


Vehicle 31 ] 32 
Passenger 0 S45 375 
Pedestrian or Cyclist Li? 67 239 





TOTAL ZOeL 543 1,244 
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8. Welfare 


The survivors who did not receive tort benefits were 
assumed to receive benefits equal to the difference be- 
tween their income and $151 per week. This" 1s ‘only a 
rough approximation of existing welfare programs. 


E, Limitations of the Model 


A model of this type naturally relies on many assump~ 
tions, some of which have important effects on the mies 
sults. The modelling of the government programs should 
produce reasonably accurate estimates. The model does 
assume, however, that every victim pursues alleor tne 
benefits to which he is entitled (and not more). The 
assumptions concerning private sector coverage are based 
on incomplete information, but the magnitude of possible 
error is relatively small. The greatest source of poten- 
tial error lies in the modelling of tort damages. Ya cee ae 
likely that there is a much greater variance in the amount 
of actual tort compensation for a given loss than is ¢cap- 
tured in the model. This variance arises because of 
differences in the victim's aggressiveness in pursuing a 
tort action, the quality of the evidence, the ability of 
lawyers and other factors. Furthermore, tort compensation 
is available for partial disabilities, which are not 
recognized in the model. 


The measurement of the adequacy of compensation de- 
pends on estimates of the loss as well as estimates of 
compensation. The duration of disability is only approxi- 
mate, but errors in duration affect the aggregate esti- 
mates, not the individual estimates of the compensation to 
loss ratio for a given duration. The use of census data 
for individuals allows one to make reasonable estimates of 
the size of the after-tax wage loss, but the time-loss 
measure is based on an arbitrary value of time for those 
not in the labour force. 


VI. PATTERNS OF COMPENSATION 


A. Injuries 


The simulation of the compensation for victims gene- 
rates the present value of the losses and the compensation 
at the date of the accident. Table VI-1 summarizes the 
aggregate losses and compensation as predicted by the 


TABLE VI-1 
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sources of Compensation For Injured 


Tort Damages 
Accident Benefits 
Long Term Disability 


Short Term Disability and 
Sick Leave 


Canada Pension Plan 
Unemployment Insurance 
Workers' Compensation 


Welfare (GAINS-D) 


Total Compensation 


- Taxes on Benefits 


Compensation After Tax 
Compensation/Wage Loss 

Wage Loss After Tax 
Compensation/Time Loss 


Time Loss After Tax 


S837 De 0b, O00 
90,324,000 


60,425 ,000 


48,249,000 
46,309,000 
21,183,000 
Loyo 71, 000 


3,807,000 


662,476,000 


- 34,744,800 


6245.7 327,000 


310,943 ,000 


639,880,000 


2502 


O798 
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tion estimated with the Eckler claims data. 10 The 
total after-tax loss of wages was $310 million and the 
value of lost time was $639 million. The after-tax com- 
pensation was $627 million, nearly equal to the value of 
the lost time. This surprising result supports the view 
that the total compensation paid in the current system is 
adequate but that ‘it needs to be redistributed so as to 
more closely match each individual's loss. A total 
of $203 million, a third of the total compensation, is 
paid to individuals in excess of the value of their time 
loss, and the rest of the victims receive in aggregate 
$215 million less than their time loss. 


Tort damages are the largest source of benefits, con- 
tributing 57% of total gross benefits (Figure Vek) se. Tlic 
benefits are particularly important for those who are not 
full-time members of the labour force. With the exception 
of twelve weeks of benefits payable to a homemaker under 
the Accident Benefits coverage, tort compensation is the 
only source of compensation for those not in the labour 
force. It is interesting to note that the sum of Accident 
Benefits, employer insurance, the Canada Pension Plan, 
Unemployment Insurance, Workers' Compensation and taxes 
(subtracted) is 80% of aggregate after-tax wage loss. 
This aggregate relationship reminds one that a major role 
for tort damages, aside from deterrence, is to compensate 
time loss. That is, tort damages provide compensation for 
those who have lost the ability to enjoy their ordinary 
activities, whether or not they are in the labour force, 
as long as the victim was not at fault. In the process 
the damages over-compensate those who are already insured 
for wage loss. 


The current principles of tort damages do not permit 
the deduction of collateral benefits from the damages 
otherwise payable, with the exception of Accident Bene- 
fits. Consequently, the total compensation can exceed the 
total loss. If tort damages for lost earnings plus non- 
pecuniary loss were limited to the after-tax value of lost 
time, tort damages would fall from $375 million to $231 
million, a decrease of $144 million. In order to imple- 
ment such a change in the method of damage assessment the 
present value of future benefits from all sources would 
have to be calculated. 
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SOURCES OF COMPENSATION FOR INJURED 
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Table VI-2 presents the number of victims who are 
covered by alternative programs. Many of those covered by 
a particular program may not receive benefits from that 
program because their duration of disability may not be 
sufficient or their other benefits may be sufficiently 
high that no benefits are payable. About 60% of the vic- 
tims are eligible for tort damages and 73% of victims are 
covered by Accident Benefits. The percentages change if 
one looks at the subset of victims who have wage loss. 
Eighty-seven per cent of those with wage loss are covered 
by Accident Benefits. The model predicts that 30% of 
those with wage loss are covered by private (group or 
individual) long term disability insurance. When Workers' 
Compensation is added to this, 34.4% of those with wage 
loss are reasonably well insured for long term disability. 
An even larger percentage are insured for short term dis- 
ability. Either Unemployment Insurance or employer short 
term disability insurance (or sick leave) covers 83.6% of 
those with wage loss. 


The number of persons actually receiving benefits is 
lower than the amount covered (Table VI-3). For example, 
employer benefits reduce the number who can receive acci- 
dent benefits and Canada Pension Plan benefits are only 
payable for those who are permanently disabled. 


Table VI-4 indicates the number of people who receive 
benefits from one source who also receive benefits from 
other sources. 


The pattern of replacement of lost wages varies signi- 
ficantly with the length of disability. As duration 
increases, the ratio of compensation to wage loss and com- 
pensation to time loss falls dramatically (Table VI-5). 
One reason for this is that short term income replacement 
tends to be more complete than long term disability insur- 
ance. Another reason is that unemployment insurance pro- 
vides short term coverage for those without extensive 
employer benefits. A more important explanation lies in 
the pattern of tort compensation that was imputed. Those 
with as little as one week of lost time will receive an 
estimated $2,181 plus 46.7% of their lost earnings. This 
amount is free of income tax while the lost wages were 
taxed. As a result, the average ratio of compensation to 
wage loss is a surprising 19.0 for those with only one 
week of disability: This ratio falls to about 2,0 for 
those with long term disability. The average person with 
a permanent disability receives twice his/her actual wage 
loss when all the programs are taken into account. 
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TABLE VI-2 


Number and Percent of Injured Covered By Source 








Victims With Victims With 
Time Wage 
Loss Loss 
vA A 
of of 
Number Victims Number Victims 
Tort Damages 304326 59.9 233, O03 5546 
Accident Benefits 86707 62.9 35,983 87.4 
Long Term Disability Leora 20.4 b2. Sah 3081 
Short Term Disability 11,/92 19.4 11, VO2e0 Zee" 
Canada Pension Plan 38,294 eBiae! 39,365 95./ 
Unemployment Insurance 22,601 37.3 22,00 Sadey 
Workers' Compensation eho rae Lpelee 4,3 
Welfare (GAINS-D) 70 O94 57 | 


Fe a ella as otal i a a ee SS SR eee aS 


TOTAL 60263 7/2100 .0 ALLA 2020 


2 Ie ee ee 
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TABLE VI-3 


Number and Percent of Injured Receiving Benefits By Source 


Victims With Victims With 
Time Wage 
Loss Loss 

% * 
of OL 


Number Victims Number Victims 


Tort Damages Sloppy a6 5876 225019 SPE aS, 
Accident Benefits 20 39 46.4 285139 68.4 
Long Term Disability i568 290 b3568 oc 
Short Term Disability 11,750 19.4 L750 28.6 
Canada Pension Plan 624 LAL, 624 Leo 
Unemployment Insurance 12,999 21.4 12,999 34.0 
Workers' Compensation or 229 PR eee 4,3 
Welfare (GAINS-D) 70 Ow De, aa 


TOTAL 60,637 100.0 41,147 100.0 
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TABLE VI-5 


Compensation Ratio By Duration Of Disability 
Tort Damages Estimated From Eckler Data 


Compensation Compensation 
Duration of Disability 





(Weeks) Wage Loss Time Loss 
1 19,00 1-68 
2 FR 35 4.40 
3-4 6.30 oy 
5*13 6.59 2D 
14-26 oreo 7. 1.98 
27-52 2428 B57 
532207 1.94 Te 1 
Permanent 2203 G66 


ALL 9.4380 4,24 
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Another reason why the replacement ratio for wages is 
high is that disability programs such as Accident Bene- 
fits, Unemployment Insurance and the Canada Pension Plan 
do not differentiate between part-year and full-year work- 


ers. Once eligibility is established, the victim can 
collect for each week in the, year, even if he had worked 
only part-year in the past. The wage loss figures are 


reduced by the fraction of the year not worked, thereby 
adding to the ratio. 


The ratio of compensation to time loss is a more mean- 
ingful measure of the losses (although one could argue 
about the value placed on lost time). Theeratro.ofocom 
pensation to the value of time loss falls from /.68 for 
those with one week of lost time to .66 for those with 
permanent disability. The latter figure is in line with 
the ratio provided in employer long term disability plans 
(but these are not necessarily indexed for inflation). 


The pattern of compensation by duration of disability 
is particularly sensitive to the assumption made about 
tort compensation. If one assumes that tort damages equal 
the value of time loss minus accident benefits, the 
replacement ratio does not fall so dramatically with dura- 
tion of disability (Table VI-6). 


The average replacement ratio conceals a wide vari- 
ation in the percentage replacement. Tables Vi-/ and Vi-s& 
provide the distribution of replacement ratios. Only 10% 
of victims receive no compensation; 47% receive more than 
three times their time loss. This number is affected by 
the large number of victims with one or two weeks of lost 
time and several thousand dollars in damages for non- 
pecuniary loss. If one looks at the distribution for 
those with permanent disability, about 9% receive no com- 
pensation and no one receives more than double his or her 
time loss. 


Tables VI-9 and VI-10 present some information on 
those with less than 25% compensation for lost time. This 
group of victims was at fault and was therefore not eligi- 
ble for tort damages. The bulk of the victims who are 
under-compensated are out of the labour force and are 
therefore likely to be ineligible for most of the insur- 
ance benefits. Of these, 56% are under age twenty, and 
the majority of these are male. Therefore, if one wanted 
to stereotype the uncompensated victim, he is a male teen- 
ager with little employment history who was driving negli- 
gently. 
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TABLE VI-6 


Compensation Ratio By Duration Of Disability 
Sore Damages Equal Value Of Time Loss 


Minus Accident Benefits 


Compensation Compensation 


Duration of Disability 





(Weeks) Wage Loss Time Loss 
ib 20s 1.09 
2 1.44 1 e02 
3-4 Te OZ 1703 
p13 AAS: Lan 
14-26 1 OG tS age 
202 oS He NO 8: 
53-20] ee) 0.94 
Permanent 2.80 0.88 


ALL u. 85 1.08 
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TABLE VI-9 


Number of Injured Victims With Less Than 25% Compensation For Time Loss 


G29 


20-24 


25-34 


35-64 


ALL 


Labour Force 
Status 
Employed 
Unemployed 
Not In Labour 
Force 
Employed 
Unemployed 
Not In Labour 
Force 
Employed 
Unemployed 
Not In Labour 
Force 
Employed 
Unemployed 
Not In Labour 
Force 
Employed 
Unemployed 
Not In Labour 
Force 
Employed 
Unemployed 


Not In Labour 
Force 


Driver of 
Private 
Passenger 
Vehicle 


Meee 19) 


260 


Driver of 
Other Motor 
Vehicle 


12 


16 


204 


Passenger 


is 


Pedestrian 
or Cyclist 


11 


216 


ALL 


ll 


1,504 


252 
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TABLE VI-10 


Number Of Injured Victims With Less Than 25% Compensation 
For Time Loss By Sex, Age and Labour Force Status 




















Female 
Labour Force Status 
Not In 

Age Employed Unemployed Labour Force All 
215 4 = 586 590 
16519 128 43 390 561 
20-24 aw 62 105 224 
25-34 42 aS 147 ays 
35-64 44 28 Zon 203 
65+ 7 3 499 509 
ALL 282 169 Nee het) 2,409 
Male 

Labour Force Status 
Not In 

Age Employed Unemployed Labour Force All 
Qk ih 3 16331 1,341 
16-19 320 136 Lee TA Leo70 
20-24 246 190 260 696 
25-34 128 57 84 269 
35-64 143 33 121. 297 
65+ 8 1 641 650 


ALL 852 420 Ser fee 4,823 
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B. Fatalities 


The aggregate compensation payable to survivors or the 
estates of those killed in motor vehicle accidents is 
shown in Figure VI-2 and Table VI-ll. Given that the 
current basis for tort compensation is compensation of 
survivors, not replacement of lost earnings, stont 
compensation tends to be a smaller percentage Of. totaL 
wage loss or time loss. Furthermore, it is easier to 
provide private coverage for survivors! losses than it is 
to provide disability insurance because the latter has 
more moral hazard. Consequently, the private insurance 
arrangements, primarily different types of life insurance, 
provide a higher percentage of the total compensation. It 
js interesting to note that the total after-tax 
compensation exceeds the aggregate survivor losses but 
falls well short of equalling the value of the lost time 
of the deceased. It should be noted that for efficient 
deterrence, tort damages for wrongful death should be much 
higher and should at least equal the victim's time loss. 


Table VI-12 measures the number of victims whose 
survivors or estates receive benefits from alternative 
sources. The modest amount of accident benefits provides 
compensation in all cases not covered by workers' 
compensation. The Canada Pension Plan is predicted 
to provide benefits to 75% of those with survivors. The 
relatively low percentage of victims with survivors who 
receive tort benefits is due, in part, to the higher 
percentage of drivers who are at fault in fatal accidents. 
Thirty-four percent of the fatal accidents involve impact 
with a fixed object or other circumstances (rollover for 
example) compared with 23% of the accidents with 
injuries. These types of accidents can be assumed to 
be the fault of the driver. Table VI-13 shows the two-way 
classification of receipt benefits from alternative 
programs. 
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TABLE VI-11 


Sources of Compensation For Survivors or “bstates 


Tort Damages Ge 542595" 000 
Canada Pension Plan 2/,386,000 
Group Life 14,330,000 
Accident Benefits 8,260,000 
Accidental Death and Dismemberment 8,264,000 
Worker's Compensation 5, Diee00 
Survivor Income 2,574,000 
Welfare b265,,000 
Total Compensation Before Tax 1227246000 
Taxes = 509, U0 
Total Compensation After Tax 116,889,000 
fotal!) Survivor Loss TO2 3580. 060 


Compensation/Survivor Loss 

Total Wage Loss 2123/39 ,000 
Compensation/Wage Loss 

Total Time Loss ele £2000 


Compensation/Time Loss 


1 


ae pe. 


726 
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Table V1I-14 provides the distribution of compensation- 
loss ratios for three alternative measures Of loss: wage 


loss, time loss and survivor loss. Since the survivor 
loss is the smallest of the three, the compensation to 
loss ratio is highest for this measure. Int fact, tie 


aggregate compensation exceeds the aggregate survivor loss 
by 12%0(Table VI-11). The compensation is a much smaller 
percentage of the value of time loss, which is not 
surprising given that the rationale for the Family Law Act 
provisions for wrongful death are intended to compensate 
survivors, not deter accidents. Fifty-five percent of the 
deaths do not give rise to survivor loss (as measured 
here). Only 11% of the deaths result in compensation of 
survivor loss below 50%, but these cases represent about 
one quarter of the total deaths with survivors. 


Tables VI-15 and VI-16 provide the age, sex, labour 
force status, and category of person for those whose 
survivors received less than 25% of their losses. The 
women tend to be out of the labour force. Unlike the 
under-compensated injured male victims, the men in this 
group tend to be employed because those with a family are 
more likely to be in the labour force than those without 
families. Compensation for survivors tends to be low when 
the victim was at fault and other forms of survivor 
benefits are not payable. 


424 





0°OOT 777 °T 0°OOT 777 °T 0°OOT 777 °T TIV 
te Ee ee eee ee a ee ee 





6°S el 0°O 0 Sad 8Z T2AQ pure ZOOE 
ar é T6 0°O 0 L3C 7E ZOOE-T0Z 
Can 68 tag 1é coat T?7 400C-TST 
Le 8E O°Ee Ee L< 92 AOST-9ZT 
61 7 opts 87 Vans CY ’SCI-TOT 
0°O 0 B30 0 0°0O 0 “00T 
8° ce cS 89 ise 6€ 466-SL 
G*sS 89 L°9 €8 G° 7 9S ’SL-TS 
6°9 98 eas SLT 8°6 coal 405-92 
7°17 GS 0°S9 608 Coaie: 68 SSo'T 4O £G2 
Tacs G89 0°0O 0 oo Lt L9v7 SSOT ON 
¥ Tequny y Zequny y Jequny ssoly/uotjesueduoy 
SSOT JOATAINS SSOT SUT] SSO] o3eM 





SYOATAMNS YO SHLVISA 
OLLVY SSOTI-NOLLIVSNHdNOD AO NOILNATALSIG 
¥I-IA TIdVL 


425 


TABLE VI-15 


Number Of Survivors With Less Than 25% Compensation By 


Age, Sex and Labour Force Status Of Deceased 


Female Deceased 


Labour Force Status of Deceased 


Ce 


Age of Not In 

Deceased Employed Unemployed Labour Force All 
Nh ee ey le eg eee 
fo-19 S l 1 
20-24 2 i 1 4 
25-34 1 = 2 ae 
35-64 = = 7 7 
of Sed 1 ee es ee ee eS eS 
All 3 iE iil ki 


Male Deceased 


Labour Force Status of Deceased 


De ee eee 


Age of Not In 

Deceased Employed Unemployed Labour Force All 
oh PN ee a SS ee 
Lo=19 = 1 = 1 
20-24 17 1 = 18 
25-34 19 = = 19 
35-64 12 = 2 14 
6G5t i = = 1 
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TABLE VI-16 


Number Of Survivors With Less Than 25% Campensation 
By Age, Labour Force Status and Category of Deceased 








Deceased Category of Deceased 
Driver of 
Private Driver of 
Labour Force Passenger Other Motor Pedestrian 
Age Status Vehicle Vehicle or Cyclist ALL 
16-19 Unemployed ] = = I 
Not In Labour 
Force 1 Z = d. 
20-24 Employed IS l 3 19 
Unemployed 2 = = 2 
Not In Labour 
Force i = = 1 
25-34 Employed 16 vs 2 20 
Not In Labour 
Force il = i 2 
35-64 Employed 10 2 = 12 
Not In Labour 
Force 9 = a" S; 


65+ Employed i 3 = 1 
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VII. ALTERNATIVE PROGRAMS FOR PERSONAL INJURY COMPENSATION 
A. No-Fault Motor Vehicle Insurance 


The model is well-suited to forecasting tCHhewmscost “of 
any alternative compensation system. However, there is no 
behavioural response built into the model.) .Jiate to, 2 
generous compensation system would increase the number of 
lost time injuries and increase the duration of disabil- 
ak Vig Given that the duration of disability data are 
based, in part, on the experience in Quebec, such a 
response may already be included in the model, but any 
significant extension of benefits beyond those provided in 
Quebec could lead to higher costs. It should also be 
noted that administrative costs are not included in the 
estimates. One of the claimed advantages of switching 
from a fault system to a no-fault system is a reduction in 
administrative costs. 


Consider first a program that would eliminate tort 
compensation (and accident benefits) entirely and would 
offer primary coverage to all victims of automobile 
accidents. The benefits would be 90% of after-tax earn” 
ings up to a maximum benefit of $30,000 per year. The 
minimum benefit would be $140 per week ($7,280 per year) 
for all victims. For those injured prior to age 65, the 
benefits would be set at $7,280 at age 65. for those 
injured after 65, benefits would equal 90% of lost earn- 
ings (up to the maximum) for life. This program would 
cost $519 million or $99 per vehicle. Against this 
cost one could deduct $90 million in Accident Benefits and 
$375 million in tort benefits, for a net additional cost 
of $54 million or $10 per vehicle. There would be sub- 
stantial savings in other programs (which would provide 
secondary coverage) to the extent that they would be inte- 
grated with the no-fault automobile insurance. These sav- 
ings would not show up in reduced motor vehicle insurance 
premiums. 


B. Threshold No-Fault 


An alternative no-fault system would eliminate tort 
claims for those falling below some threshold of loss. 
The threshold might be those with continuing losses, 
evaluated at the end of the fourth year after the 
accident. That is, anyone not permanently disabled would 
collect from the no-fault system and would not be able to 
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file a tort claim. Those permanently disabled would sue 
for the future losses only, evaluated at the end of the 
fourth year after the accident. For the first four years 
the permanently disabled victim would collect from the 
no-fault benefit program, described in the previous sec- 
Lone 


This proposed system would reduce tort claims from 
35,950 per year to 770. It would universally compensate 
victims for a limited period of time. At the end of this 
period, those claiming permanent losses and who were not 
at fault would have to demonstrate permanent disability in 
an adversarial process. The advantage of using tort dam- 
ages for permanent losses is that tort damages are able to 
take into account losses that are difficult to deal with 
in a rigid no-fault insurance system. For example, tort 
damages can better approximate the losses associated with 
long term partial disability. Furthermore, the tort sys- 
tem has the flexibility to provide appropriate permanent 
compensation for those who are not in the labour force at 
the time of the accident, yet would have significant long 
term income loss. For example, the earnings of a young 
person at the time of an accident are not representative 
of long term earnings. Similarly, homemakers might reduce 
their labour force participation while their children are 
young. Those not in the labour force are not always 
treated fairly under no-fault systems because they must 
have a set of rigid rules for dealing with such cases. 
The use of lump sum tort damages for long term disability 
also has the advantage of eliminating the long term dis- 
incentive for rehabilitation inherent in any periodic pay- 
ments system. It is estimated that the average tort claim 
for lost time and non-pecuniary loss would be $168,000 
under the proposed system, compared to $10,559 under the 
current system. 


The permanent loss threshold system is predicted to 
Post -5220 aiid dion (LablewVil-)).. “ihe tort .damares: for 
anjury would fall by $241 million. Gitom $335.miliion to 
$134 million) and the accident benefits would fall by 
$90 million, giving a net saving of $106 million or about 
$20 per vehicle. In addition, there would be savings of 
$134 million in other programs, provided they all chose to 
integrate with the automobile benefits, which seems likely 
in the case of private insurance and workers' compensa- 
bion. Integration may be more difficult to achieve for 
federal programs such as Unemployment and the Canada 
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TABLE VII-1 


Costs: off Al Threshold SystemsFor Personal Injuries 


No-Fault Benefits Paid For Four Years, Tort Thereafter 














Aggregate Per Vehicle 
(million $) (S) 

Gross Benefits 225 43 
Change In Cost Of 

Accident Benefits =n 90 eyes 

Tort Damages —eZ24t - 46 
Net Cost saO6 mezO 
Change In Cost Of WC, 

CPPin LTDyesSLDawand 

UI a 354 = 926 
Net Cost - 240 - 46 


Note: These figures do not take into account compensation 
for medical expenses. The tort figures include 
non-pecuniary loss and compensation for lost earn- 
ings only. 
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Pension Plan. The net reduction in the cost of compen- 
sating injured victims would be $240 million or $44 per 
vehicle. 


The savings realized would not necessarily represent a 
gain from society's point of view. From an insurance 
perspective there would be benefits because compensation 
would more nearly reflect losses for many individuals who 
are currently over-insured or under-insured. There would 
be additional benefits if the proposed system could be 
administered at a lower cost than the current system. 
The social cost of the change would be the result of re- 
duced incentives to take care when driving. The reduced 
incentives would occur because the fault-based compensa- 
tion would become a smaller percentage of total compensa- 
tion; 
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ENDNOTES 


iM The aggregate tort damages were similar under the 
alternative approach ($353 million) but the distribution 
of the damages among victims is very different. 


2. Benefit levels in the CPP and unemployment insurance 
are based on previous annual earnings, but those with 
earnings at the maximum annual insurable amounts will re- 
ceive maximum weekly benefits. 


3. The amount is discounted by 50% for some drivers be- 
cause of contributory negligence. 


4, There are some exclusions for those committing sui- 
cide, those convicted of impaired driving and those not 
authorized to drive the vehicle, but these are not cap- 
tured in the model. 


oe There were 5,218,392 registered vehicles in 1985. 
Ontario Ministry of Transportation and Communications, 


Ontario Road Safety Annual Report, 1985, p.8. 


6. The tort damages were predicted using the estimates 
from the Eckler data. 


7. These savings may be small. Under the current system 
the legal expenses are concentrated in the serious cases 
that would remain in the tort system. Furthermore, there 
would be more claimants under the proposed system, thereby 
adding to administrative costs. 


8. The only recent Ontario Interministerial Task Force on 


Motor Vehicle Injuries, Injury: An Ontario Survey of the 
Societal and Personal Costs of Hospitalized Motor Vehicle 
Accident Victims, Summary, and Technical Report, July 
1981. In the United States there is a recent study by 


John E. Rolph, et al., Automobile Accident Compensation, 3 
vols, Rana Institute for Civil’) Justice, 1985, 


9. Data provided by Health and Welfare Canada. 


10. Canadian Life and Health Insurance Association, Sur- 
vey of Health Benefits in Canada, 1985, Table 4. 
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bk. Thisy latter, provision sappliesonlys ifthe «waidctim: is 
between the ages of 18 and 64. 


12. The single parent is not subject to the same require- 
ments concerning job search that are imposed on the head 
of a two-parent family. 


13. Ontario Ministry of Health, Survey of Non-Institu- 


tionalized Physically Handicapped Persons in Ontario, July 
1982. 


14, Ibid., pp. 43-44, 


15. Statistics Canada, Report on the Canadian Health and 
Disability Survey: 1983-1984. (Cat. 82-555E). 


igus, Optaciive paalos 


7 eOp. rent. bps 50. 
LB. til bid, 


19. This assumes that the permanently disabled have the 
same life expectancy as the rest of the population. The 
calculations were based on survival data in Statistics 
Canada, Life Tables: Canada and Provinces: 1980-1982, 
May «1984.1 «(Cato 84-5328 


20. Statistics Canada, Results from the Absence from Work 


Surveys: 1978 to 1981, November 1982, p. 107. (Research 
Paper 32). 


Bireeerpid sampsa wos. in 1981s) -/ 75%) of ithe: total “absent 
received compensation from more than one source. 


Ze 1986 Automobile Insurance Experience ("Green Book") 


(Toronto: Insurance Bureau of Canada, 1987). 
23. .Upbiatep. 290. 


24. Unpublished data provided by the Insurance Bureau of 
Canada. 


25. These data are called the Public Use Sample Tape. 
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26. Bicyclists are considered drivers. 


A fe The probability of injury was adjusted upwards by 
1.059% for women and .536% for women to allow for those 
whose age was unknown. 


28. Given the large number of 16 to 34 year old men who 
are injured, each man in that category on the census tape 
had to be given two chances to be injured in order to give 
the correct number of injured persons. In other words, 
some young men will appear twice in the injured population 
data set. They become two separate individuals in the new 
data set and will most likely have different character- 
istics concerning the type of accident and extent of dis- 
ability. 


29. This total differs slightly from the published total 
because of the omission of those with unknown sex from the . 
tabulations and because the data received from the Min- 
istry of Transportation and Communications reflects revi- 


sions since the 1985 Ontario Road Safety Annual Report was 
published. 


30. Ontario Interministerial Task Force on Motor Vehicle 


Injuries, Injury: An Ontario’ Survey of ‘the ‘Societal and 
Personal Costs of Hospitalized Motor Vehicle Accident Vic- 
tims: seTechnicalseReport,) July 198izap. e128) 


31. Submission by Insurance Bureau of Canada to The Hon- 
ourable Mr. Justice Coulter A. Osborne, Inquiry Into Motor 
Vehicle Accident Compensation in Ontario, April 1987, ex- 
jqpbl op bier ARIE AISihy 


32. The percentage of injured victims with lost time does 
not exactly equal 56.9% because of the stochastic process 
used to assign time loss to victims. 


33. Regie de l'assurance automobile, Bilan 1984 - Tome 1, 
psi i4; Tome 2,0pi042. 


34 iPeINie been (veil Kantmanny «6197609 S480.RecG2d)rds88 (Ont. 
C.A.). In this case the lower court based the loss on 
$8,840 per year. The Court of Appeal reduced the figure 
because the victim would have worked full-time for part of 
her life. The Court of Appeal cautioned against the use 
of rigid arithmetic procedures (based on the cost of a 
housekeeper) for valuing this loss. 
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35. For review of this literature see Samuel A. Rea, Jr., 


"Taxes, Transfer, and the Family," University of Toronto 
Law Journal 34 (1984): 314, 


36. Statistics Canada. Consumer Income and Expenditure 
Division. Research and Analysis Section, Revision of Low 


Income Cut-offs, 19/3, 8pias<-)Theanewer, version+of the..low 
income cutoffs contain implicit dependency ratios which 
are inconsistent as the family size grows. See Statistics 


Canada, Income Distributions by Size in Canada: 1980, 
1982, pp. 120-l2598e¢Catalogue 135207). 


37. A structured settlement would also avoid all taxes. 


38. Ministry of Labour, Provisions in Major Collective 
Agreements in Canada Covering 500 and More Employees, 


1985, p. 175, provides the number of covered employees by 
industry. 


39. The data file at Ministry of Transportation and Com- 
munications would permit one to extract this information, 
but this was not feasible in the limited time available. 


40, The aggregate tort damages were similar under the 
alternative approach ($353 million) but the distribution 
of the damages among victims is very different, as dis- 
cussed below. 


41, One reason for a close correspondence between the two 
numbers is that the Accident Benefits weekly benefit for 
those with no other pension equals the assumed value of 
time loss. However, these benefits are only 14% of the 
aggregate benefits. 


42. In the model these programs are mutually exclusive. 
In practice, someone who exhausts his employer leave can 
apply for unemployment insurance. 


43. Benefit levels in the CPP and unemployment insurance 
are based on previous annual earnings, but those with 
earnings at the maximum annual insurable amounts will re- 
ceive maximum weekly benefits. 


44, The amount is discounted by 50% for some drivers. 
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45, There are some exclusions for those committing sui- 
cide, those convicted of impaired driving, and those not 
authorized to drive the vehicle, but these are not captur- 
ed in the model. 


46, Ontario Ministry of Transportation and Communica- 
tions, Ontario Road Safety Annual Report, 1985, p. 29. 


47. There were 5,218,392 registered vehicles in 1985. 
Ontario Ministry of Transportation and Communications, 


Ontario Road Safety Annual Report, 1985, p. 8. 


48, The tort damages were predicted using the estimates 
from the Eckler data. 


49, These savings may be small. Under the current system 
the legal expenses are concentrated in the serious cases 
that would remain in the tort system. Furthermore, there . 
would be more claimants under the proposed system (those 
out of the labour force, primarily), thereby adding to 
administrative costs. 
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A. THE QUESTION 


Following the introduction of no-fault compensation 
schemes, there have been recorded increases in mortality, 
morbidity, and property damage rates related to Motor 
Vehicle Accidents (MVA). Two professional groups involved 
in thinking seriously about these matters, lawyers and 
traffic/safety experts, have raised a question as to 
whether the increases might be due to the elimination of 
some deterrent influence previously coming from the tort 
system. 


Unfortunately, the concepts or hypothetical mechanisms 
for which the term 'deterrence' serves as a label, are not 
the same for the two groups and, for each, there is some 
fuzziness about what they are. Since both groups gene- 
rally believe in deterrence, there has not been much stim- 
ulus for the sort of learned dispute which might clarify 
these notions. Each, hearing the other affirm the exis- 
tence of this influence, seems to assume that its own 
meaning applies. Members of either group accept that the 
word has some definite meaning, even if their own personal 
grasp is vague or incomplete. There is a resulting tend- 
ency to slide uncritically into consensus about how to 
understand the events surrounding changes in compensation 
schemes. 


The target argument is that rate increases result from 
lost deterrence. Its structure gives us three issues to 
consider: the quality of the evidence; the quality of the 
concepts; and the quality of the logic which conjoins evi- 
dence and concepts. 


B. THE EVIDENCE 


Data from a number of jurisdictions are apparently 
consistent with the hypothesis that introducing a no-fault 
system releases the driving population from some restrain- 
ing influence which had been suppressing MVA-related 
rates. They cannot, however, be construed as proof. 
There have, on the other hand, been no studies showing 
that MVA-related rates go down after the introduction of 
no-fault compensation schemes. 


The data in question are all retrospective. This 
means that the measures were chosen largely from amongst 
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existing routinely-gathered data and compared to similar 
data compiled before the change. This does not by itself 
reduce the value of these data but, had the research been 
devised in advance, it would have been possible to select 
measures which more directly tested the hypothesis. No 
'process' measures related to deterrence have been re- 
ported. 


In no situation have there been experimental condi- 
tions applied; that is, there has not been a randomly- 
selected no-fault group compared to a fault-system group 
in otherwise identical circumstances. In no situation has 
the change in compensation scheme been the only signifi- 
cant factor affecting accident rates. In no situation 
have measures been repeated in a system reverting from 
no-fault to its alternative. 


Data-gathering methods have not been reported in much 
detail, and have varied somewhat, but in the main consist 
of record reviews. There is some question about the 
reliability of data entry into official systems and this 
becomes especially important when MVA-reporting is hypoth- 
esized to be one of the behaviours affected by the type of 
compensation scheme. 


The data have been assembled and analyzed using a 
number of statistical techniques. Some of these analyses 
have been criticized on technical grounds, and their con- 
clusions queried because they did not sufficiently take 
into account a variety of possible confounding factors. 
However, in no instance would the effect of such» era-tis 
cism, if accepted, have been to change the direction of 
the conclusions; that is, only the magnitude of the sup- 
posed influence would be affected. 


The quality of the evidence falls short of the stan- 
dards required by scientific investigation, but is typical 
of what is generally available in the uncontrived study of 
natural social phenomena. Since it is exceedingly improb- 
able that there will ever be a properly designed experi- 
ment, it is the only type of quantitative evidence we 
shall ever have. It should be accepted only with reserva- 
tions. 
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C. CONCEPTS 


1. Different Meanings 


To address this question usefully, we must clarify 
what is meant by '‘'deterrence' and specify how it is 
assumed to act. If, as would seem likely, there is a 
number of socio-behavioural influences summarized by one 
term, each must be examined separately. For each, the 
question is: "Can increased rates be explained by the 
loss/removal of (this) deterrence?" 


For everyone, '‘'deterrence' suggests that some act, 
event or phenomenon is being delayed, diminished or 
prevented. Included is the sense that something would 
occur but for this influence, i.e., that there exists an 
active tendency toward the occurrence. In the context of 
driving behaviour, then, the implication is that there is 
a tendency toward MVAs. This tendency is dampened when 
some hypothetical 'deterrence' is in effect, and amplified 
when it is removed. The implication is important because 
our prevention strategies are thus determined by a suppo- 
Sition that the 'natural' inclination of the average driv- 
er is to have as many accidents as can be gotten away 
with, and this supposition has by no means been proven. A 
subtle and problematic variant of this view is the 'risk- 
equilibrium theory' which involves an unconscious (both 
individually and collectively) weighing and adjusting of 
risk factors so as to maintain a fairly constant rate of 
calamity. 


To be more clear about the construct(s) underlying the 
terms, we should specify the 'what' which is being deter- 
red. Since this may not apply uniformly across the popu- 


lation, we must also identify the 'who'. Then, the mean- 
ingful use of the term requires that we also have a rough 
idea of the '‘how'. To some extent, we find ourselves 


building a deterrence construct after-the-fact, because 
the word is already in use and its connotations are quite 
influential. This means trying to divine what people mean 
in using the term, even when they might not be aware of 
their own meanings. It is the kind of definitional exer- 
‘cise which leads to spirited dispute if it takes a 
counter-intuitive or unwelcome direction. 


Amongst lawyers and judges, it is a fondly (though not 
unanimously) held belief that the tort system exerts some 
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restraining influence upon community behaviour. Inm2ts 
most primitive form, this belief is based upon the assump- 
tion that people wish simply to avoid penalty in the form 
of either payment or blame. The tradition within which 
traffic safety researchers work has long seen economic 
motivation as the pivotal determinant of vehicle-related 
behaviour and has employed 'deterrent' as a rough antonym 
to '‘incentive'. The economics assumption is that all 
behaviour reflects a balance of restraining and encourag- 
ing forces to which values can, at least in principle, be 
assigned. The simplest form of evaluation is monetary, 
but, understood broadly, the notion also encompasses 
‘social cost' and personal utility. 


Thus, the legal and traffic safety views may converge 
theoretically at some point. However, particularly where 
liability insurance is mandatory, they differ significant- 
ly in emphasis. The legal supposition is of a relatively 
subtle and abstract influence upon attitudes concerning 
the individual's relationship with his or her social 
environment. Thé *strafiic jsafety supposition” is “or wan 
influence based upon calculation of self-interest. 


For both, the driver in an MVA is aware under a no- 
fault system that there is no process for determining non- 
criminal responsibility and that compensation will not be 
contingent upon any such determination. Trthe Jtrafite 
safety view, the driver has 'nothing to lose' (disregard- 
ing inconvenience, physical risk, etc.) and, with the 
balance of disincentives and incentives having shifted, 
the invisible economic hand will push up MVA-related 
rates. In the lawyers' view, removing the process by 
itself affects community values and, hence, behaviour in a 
way which need not be mediated by considerations of per- 
sonal loss or gain. 


2. Non-Specific Deterrence 


In the traffic safety literature, the terms ‘'deter- 
rence' and ‘general deterrence' are used interchangeably 
to denote a collection of influences, variably specified, 
which are understood to determine the probability/ 
frequency of MVAs. Although this deterrence involved 
other factors (such as quality of roads and design of cir- 
culation patterns), it is usually understood to revolve 
around driving behaviour. Some attempts have been made to 
determine the mechanisms within this behavioural 'black 
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box', most of them leaning rather heavily upon the utility 
theory (sometimes in the form of an ‘expected utility 
model', or EUM) employed by economists. The driver is 
supposed within this conceptual framework to compare the 
utilities of competing alternative forms of driving behav- 
iour and to choose the optimum mix. Most utilities can be 
expressed in cost terms, and one of the approximations 
accepted by this way of thinking is that the 'choices' are 
made more or less rationally. This approach has enjoyed 
rather limited success in explaining actual driving behav- 
Lou 


For the purposes of this brief, to avoid confusion 
with the 'General Deterrence' described below, this type 
of accident inhibition is labelled herein as 'non-specific 
deterrence’. Since we know that certain activities (seat- 
belts/airbags, no drinking, lower speed, compliance with 
laws, good vehicle maintenance and defensive driving) pro- 
tect against accidents, we are able to specify some of its 
proximate components, and even more distally to identify 
such systems' features as rigorous enforcement, but there 
has been no comprehensive model to account for these 
hypothesized influences upon driving behaviours. 


3. Specific Deterrence 


Amongst both traffic safety experts and lawyers, there 
is the not unreasonable belief that the experience of some 
driving-related misadventure will affect a driver's behav- 
iour, usually for the better. People tend to underestim- 
ate risks to themselves and tend to overestimate their 
driving abilities as compared to other drivers. Accord- 
ingly, they are relatively impervious to public educa- 
tional messages and other inputs which might improve their 
driving performance. Although the effect occurs unevenly, 
it has been shown that accidents, injuries or penalized 
infractions do tend to sensitize drivers somewhat. Since 
the lifetime probability of being in an accident is quite 
substantial, and since there appears to be some concentra- 
tion of accident events in an especially accident prone 
driver population, it would seem useful to enhance as much 
as possible the '‘'lesson' connected with each accident 
event. It is also true that there is a circle of driving 
friends and family members around each person who has had 
an accident, and it can be argued that some of this lesson 
is not lost upon them. 
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To borrow from sentencing usage, this way of prevent- 
ing the further occurrence of undesirable behaviour may be 
labelled ‘specific deterrence'. It is worth distinguish- 
ing from the 'general deterrence' described below because, 
although there is necessarily and desirably some overlap, 
the social and psychological processes involved in the two 
forms are different. In the case of specific deterrence, 
our objective should be to seek the maximum behaviour- 
change impact from each accident experience. This is not 
as good as preventing the first accident from occurring, 
but it does involve a significant part of the driver popu- 
lation. 


4, General Deterrence 


The term 'general deterrence', as used here, is also 
derived from sentencing language and is intended to label 
a broad community effect aimed at the 'primary prevention' 
of accident-causing behaviour by everyone, especially 
those who have not yet been '‘'offenders'. Although it 
could be hoped that this influence would also be felt by 
people who have already been in accidents, its main target 
is amongst those who have not yet been sensitized in this 
way. 


This general community deterrence held to be one of 
the proper functions of the tort system occurs through a 
complex and subtle inculcation of norms, expectations and 
proprieties; that is, its most important effect is upon 
attitudes about standards of behaviour and obligations to 
one's fellow community members. The process is not well 
understood, but it must be less direct, more diffuse, and 
slower than those of either the non-specific or specific 
types. In broad terms, the 'what' is accident-producing 
behaviour and the 'who' is the not yet accident-affected 
driving public. To understand general deterrence use- 
fully, the genesis of driving behaviours must be traced, 
which will give some indication of the 'how'. It is worth 
noting that embedded in the term 'deterrence' when applied 
to MVA production, there is a double negative: we are 
speaking of preventing a negative behaviour when we could 
as easily be speaking of promoting a positive one. 


A description of general and specific deterrence, 
linked to models of MVA production and driving behaviour, 
is presented in Section E: "DETERRENCE AND DRIVING". 
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D. ‘THE ARGUMENT 


Lee EY DscryuProor 


Superficially, it would seem that the data do support 
the idea of the existence (or removal) of 'deterrence'. 
There are good dialectical and theoretical reasons for 
believing that the tort system does exert some influence 
on the direction of socially responsible behaviour and 
there are measures which, while scientifically imperfect, 
do consistently show increased MVA-related rates with the 
institution of no-fault systems. It would be mistaken, 
nonetheless, to take from these studies that the data 
prove anything with respect to deterrence. It is as if we 
had been offered a hypothesis: if fault-finding in the 
tort system deters, then its removal will be followed by 
(result in) increased MVA-related rates. When rates do go 
up, the data are taken as confirmation of the deterrence 
proposition. This confirmation then, somewhat circularly, 
provides an explanation for the data. 


2. The Non-Specific Association 


For non-specific 'deterrence', there would seem to be 
the most compelling case, but it is based upon a semantic 
confusion. Recall that, as used by traffic and safety 
people, this form of the term implies a shift in the bal- 
ance of restraining and encouraging forces (or of dis- 
incentives and incentives), with the implicit and unsup- 
ported assumption that the shift is occurring because 
restraints or disincentives are being reduced. With a 
more sophisticated formulation, the model becomes expli- 
cit and the language changes: we have an 'MVA production 
system' of which some variables change in response to 
altering conditions within the system. 


If it could be shown convincingly that, with confound- 
ing variables controlled or eliminated, there were repeat- 
ed and consistent increases in MVA-related rates following 
the institution of no-fault schemes, then it would be 
prudent to infer some causal relationship. However, even 
under these circumstances, we could say nothing about the 
role of ‘deterrence' in its other meanings. Since con- 
founding variables have not been controlled, and since we 
have not seen the opposite effect in response to the 
imposition of a fault system, we are not in a position to 
conclude very much at all. We must keep in mind that we 
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are considering a very large system with an enormous num- 
ber of elements and exceedingly complex interactions: to 
infer causality between one (amongst many) local system 
change and another event at a different level of organiza- 
tion, after so few trials, would be incautious. 


One persuasive argument in support of which there is 
much anecdotal evidence is that businesses can and do cal- 
culate risks and, thus, may be deterred from exposure to 
fault for simple economic reasons. To assume that the 
same reasoning process governs individual driving behav- 
iour#ais snot iwalad, 


3. An Alternative Assumption 


Without the presupposition of some 'deterrence', one 
might not think first about the removal of a restraint 
when a no-fault scheme is introduced and rates go up. It. 
would be at least as direct and logically parsimonious to 
presume that some factor(s) had been added to the MVA 
production system. Arguments have indeed been made for 
the contribution of such 'new' factors as an increase in 
the proportion of high risk drivers in the licensed pool 


and changes in reporting behaviours. There might, of 
course, be a combination of ‘added' and 'subtracted' fac- 
tors: Since step-by-step controlled research is impos- 
sible, it would be exceedingly difficult to apportion 
causal responsibility between such factors. If they 


interact (so that, for example, the removal of a deter- 
rence selectively influences the sub-population which has 
been given freer access to driving privileges and which 
exhibits more labile reporting habits), then the diffi- 
culty is aggravated. 


4. Data Collected Before the Effect 


The greatest problem, specifically with respect to 
‘general deterrence', arises from the fact that the 'post- 
change' data have all been collected during a relatively 
brief (generally one year) period immediately following 
the change in compensation scheme. For it reasonably to 
be believed that increased MVA-related rates support a 
(general) deterrence hypothesis, one must assume that the 
effects of a hypothesized restraint removal would be evi- 
dent within this early period. This issue is addressed in 
the following section. 
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E. DETERRENCE AND DRIVING 
1. How Does Deterrence Work? 


It would probably be useful, within the whole realm of 
'deterrence', to see two kinds of influence directed 
toward two essentially different populations. These 
correspond roughly to the ‘'general' and 'specific' vari- 
eties of deterrence, but they are qualitatively more 
different from one another than are these kinds of deter- 
rence in a criminal context. An important problem with 
the term 'deterrence', as noted above, is that it carries 
the connotational baggage of temptation. LE LSS ase ot 
there were something naturally and fundamentally pleasur- 
able, valuable and desirable about doing and being the 
things which lead to the production of MVAs. There is an 
analogy in public health work, where prevention programmes 
must combat the belief that there is something intrinsi- 
cally pleasurable, and therefore tempting, about smoking, 
poor diet and sedentary lifestyle. These latter two 
having been designated sins ('gluttony' and 'sloth') in 
our socio-religious traditions, have acquired a kind of 
perverse value. In fact, to acquire a tobacco addiction 
requires withstanding and overcoming a good deal of un- 
pleasure; healthy nutrition is demonstrably more pleasant 
than its alternatives, and increasing legions of the 
newly-fit attest to the preferability of an active life- 
style. Health promotion must work against the peculiar 
prevailing assumption that one must sacrifice pleasure to 
feel better. 


In the driving world, the parallel assumption is that 
the fewer the constraints, the less attention to sound 
driving technique, and the less regard for the welfare of 
others, the more enjoyable driving would be. There is, in 
this.»view,.saakind of -animal..urcesstrugs ling «to -geto.out 
from beneath a wet blanket of social restriction. It is 
the inclination to give free rein to this urge which is 
being deterred. 


Thesursermay: exist .abubl aitedsi@ot qunatura ll, <ina the 
sense that it is the inevitable expression of something 
essential in our driving natures. It is a socio-cultural 


artifact, about three-quarters of a century old, which has 
been assiduously and expensively cultivated by huge 
commercial interests. (The parallels with the tobacco and 
food industries are compelling.) If there is an inclina- 
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tion to drive recklessly (sportily, adventurously, mascu- 
linely), then to create a social apparatus aimed at the 
constraint of an unfortunate aspect of human nature is to 
use the wrong arrow for the wrong target. It would make 
more sense to constrain those interests (the auto manu- 
facturing and auto sport industries) which propagate the 
myth. 


If we adopt a health promotion-like viewpoint, then 
general deterrence begins to look less like the inhibition 
of essentially tempting proclivities and more like the 
encouragement of potentially pleasurable, or at least 
neutral, safety-generating behaviours. The temptation- 
and-enforcement point of view supposes that there will be 
a necessary resistance to the acquisition of good driving 
habits, so that the teaching must have teeth in it. To 
see general deterrence as a positive process of encourage- 
ment, rather than a negative one of suppressing tasty 
mischief, has important implications for how we understand 
the impact of the tort system on driving behaviour. We 
then appraise the role of the tort system as a guiding and 
teaching instrument, rather than a mechanism for the 
distribution of penalty. It means that we assume, as 
would seem appropriate, a higher level of community moral 
development wherein the adherence to principles is more 
important than the avoidance of penalty. 


The 'specific deterrence’ notion, in its usual sense, 
is strategically identical to a good spanking. Here too, 
there is the hint that something worthwhile to the indivi- 
dual is being made unavailable in the interests of the 
community. Whether or not some accident producer-victims 
might have a taste for unsafe driving behaviours, however, 
the general descriptive statement about this population is 
that they have proven themselves at higher risk than the 
remainder of the driving population. Therefore, if we 
understand driving behaviours to be the products of many 
complex interactions, the reduction of this accident risk 
potential would properly consist of addressing several or 
all of them. To adopt the strategic presumption that the 
only 'cause' is the giving-in to selfish temptation would 
result in a very narrow approach. Yet, since there is an 
expert consensus that driver attitudes are central to this 
whole MVA production system, there would seem to be con- 
siderable merit in 'teaching a lesson' to these drivers, 
if it is understood to be more pedagogic than punitive. 
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The suggestion here is that for our purposes we con- 
sider what has been called ‘general deterrence' as (part 
of) the encouragement of safe driving patterns in a way 
which is closely akin to health promotion. We should also 
re-define 'specific deterrence' so that we understand it 
as the re-education or rehabilitation of drivers whose 
accident-hood has shown them to be members of a high risk 
population. For the reduction of MVAs, the two popula- 
tions require different approaches just as, for example, 
the prevention of first smoking requires a different 
approach from that needed for cessation. Although de- 
fining these populations solely on the basis of accident 
occurrence is crude, it is for now the best way we have. 


If the tort system has a role to play in reducing 
MVAs, a role which until now has been known as '‘'deter- 
rence', it will be along the lines of these promotion and 
rehabilitation influences. To the extent that the tort 
system actually is deterring people from giving into temp- 
tation, it must be emphasized that this temptation is 
being deliberately produced by another social insti- 
Eucion, 


2. Accident Production and Driving Behaviour 


There have been hundreds of models proposed to account 
for the behaviour of traffic systems and of the drivers 
involved. Many of them directly or indirectly purport to 
account for variations in safety; i.e., for varying pro- 


babilities/frequencies of MVAs. These models have a 
variety of structural features and are based on a number 
of theoretical positions. However, they share certain 


features, and there have been discernable trends over the 
last couple of decades, so that it is possible to offer a 
modern composite depiction, which can claim to express the 
consensus of the field. What follows is a rough outline 
of such a summary model. 


There are five main elements which interact to produce 


MVAs: the traffic-circulation system, vehicle character- 
istics, laws and their enforcement, geophysical condi- 
tions and driver behaviour. The interactions between 


these elements are subtle and complex (e.g., vehicle 
designs/sales adapting to road conditions, and road design 
adjusting to size of vehicle), and all except geophysical 
conditions are socio-culturally determined, but the one 
most germane to this discussion is driver behaviour. It 
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interacts with all of the other four elements although, in 
the case of geophysical conditions, the interaction is 
only in one direction. It is necessary to recognize the 
sub-components of each of these elements because the 
interactions are sometimes between them. 
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FIGURE 1: A simplified composite normative model of the 
MVA-production system. 
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A great deal of work has been done on the determinants 
of driving behaviours, focusing upon physical attributes, 


Ski lis “ana, increasingly, “cognition. "ancluded in cogni= 
tion are perceptions, judgments, interpretations of 
events, emotional reactions and attitudes. These all 


interact (indeed, in the view of many cognitive scien- 
tists, are operationally inseparable), and their general 
direction is believed to be governed by a combination of 
role and attitude. That is, a fundamental (perhaps the 
fundamental) determinant of the quality of driving 
behaviour is what the driver senses her/his driver-role to 
be, together with the attitudes linked to that role. It 
is this role/attitude factor which safety campaigns and 
driver education courses attempt to influence with, at 
best, qualified success. The difficulty in affecting this 
cognitive factor is believed to be that it is already 
formed by the time driver training occurs, and is more 
strongly affected by general community influences than by 
specific interventions. 
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The determinants of driver behaviour, based 


upon the interaction of attitudes (A), 
knowledge/beliefs (K), and skills (S). 
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In Figure 2 (page 451), actual driving behaviour 
results from interactions between three clusters of indi- 
vidual attributes: attitudes, knowledge/beliefs and 
skills. The ‘attitudes' include the person's sense of 
identity/role .as a driver (e.g., warrior,  athlete/ 
competitor, adversary, cooperator, etc.), estimate of 
risk, assumption of responsibility and so on. The per- 
son's knowledge/beliefs range from obvious rules of driv- 
ing to knowing correct tire pressures. Skills involve 
motor skills, procedural habits (where to look when chang- 
ing direction), reaction habits (modulating strength of 
response to urgent demand) and thought-mediated problem- 
solving. These clusters are not mutually exclusive as 
there are cognitive skills (between knowledge and skills), 
automatic responses based in habitual evaluations (between 
skills and attitudes) and philosophical convictions 
(between attitudes and knowledge). 


This interactive AKS-complex is affected by general 
factors in the social environment and by personal factors. 
The general factors include law enforcement, fiscal 
rewards/penalties, the views of authorities and public 
information/education. Personal or individual factors 
include physical, emotional, intellectual and _ social 
attributes. 


The actual driving behaviours can be arrayed hierar- 
chically and, thus, seen to be involved in Planning (most 
general), Manoeuvring (intermediate) and Control (most 
specific). Planning requires at least minutes, but can 
last much longer. Manoeuvring occurs within seconds. 
Control occurs within fractions of seconds. Any complex 
repetitive task becomes increasingly automatic and the 
less time there is to think about such a task, the more 
adaptively necessary it is for this automaticity to occur. 
This means that the first behaviours to become automatic 
are at the 'control' level, and the last at the 'planning' 
level. Automatic behaviours are relatively stereotyped, 
occur by 'training' and, in psychological terminology, are 
often 'over-learned'. It is important for them to be safe 
for the widest possible range of circumstances. During 
their development, they are heavily determined by atti- 
tudes. Then, once established, they actually influence 
the beliefs and attitudes which complement them. 


The figures and institutions in our society who are 
invested with sapiential and moral authority teach, guide 
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and set standards in many realms of behaviour. The courts 
have a central role here but, besides judges and attor- 
neys, there are accountants, physicians, law enforcement 
personnel and the media, who all deal with the conse- 
quences of MVAs and have this 'General' influence on the 
AKS complex (see #1). Public information, through health 
agencies, ministries and schools, also has an impact upon 
knowledge and attitudes and is aided by the background 
presence of a concrete social instrument for determining 
the correctness of driving behaviour. The consequences of 
driving behaviour, whether right behaviour or wrong, and 
whether actual or anticipated, have a lot to do with sub- 
sequent driving conduct. Here again the institutional 
reality of a rightness-judging process strengthens this 
feedback (see #2). 


As the norms, expectations and proprieties permeate 
the social character of the community, they affect the | 
openness of individuals to benefit from training, be sen- 
sitive to information and respond adaptively to driving 
experience (see #3). The hope is that these attitudes 
will be influential at the 'planning' level where risk 
avoidance is most effective, at the 'manoeuvring' level 
where role identity, personality and emotional tendencies 
are expressed, and in the formation of the pre-learned 
habits which come into play at the 'control' level (see 


#4). 


3. Social Attitudes and the Fault System 


The most desirable cognitive set for a driver to take 
behind the wheel is that of a socially responsible commun- 
ity member whose obligation is to perform driving func- 
tions in a technically correct and vigilantly cooperative 
manner. This set includes a sense that one is accountable 
to the people in one's environment for one's behaviour. 
It means the self-discipline (a moralistic way of refer- 
ring to a habit) to maintain an awareness of risk to 
others. It requires a shared folk-knowledge that there 
are means and ways by which this accountability may actu- 
ally happen. 


People generally perceive three kinds of liability 
connected with driving: criminal, 'quasi-legal' and 
civil. Studies suggest that all but a tiny minority of us 
regard ourselves as non-criminal, and the criminal justice 
system is therefore irrelevant to us. The 'quasi-legal' 
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area includes, notably, most traffic offences. People are 
more inconvenienced than either embarrassed or threatened 
by the usual offences and fines which are regarded as rou- 
tine costs of transportation. Being 'at-fault' in making 
an illegal turn has little emotional impact. Auto acci- 
dents, on the other hand, are major emotional events and 
the prospect of being held blameful in such an event is 
not unimportant. Thus, although the sanctions may be 
least tangible (if an insurer pays), the average citizen- 
driver is most influenced by the possibility of civil 
liability. 


If it is accepted that the ‘correct and responsible’ 
role is important for the prevention of motor vehicle 
accidents, then the values and attitudes supporting this 
role are correspondingly important and anything which, in 
turn, promotes them is strategically valuable. The tort 
system performs this function. People in our society can 
see in it a demonstration of how we value each other and 
of what the rules are by which we are held accountable. 
That is, it is a representation of one's responsibility to 
the community. 


The secmaleinacoirt. (part! of *thestortiisystem is arcrys> 
Galicariomyolwrthat? mesponsibilaty-tact: One stands 
before one's fellows to be judged blameless or at fault. 
hMonissta yi undamentally timportantyarorm of icivici theatre 
where we represent ourselves to ourselves. What has come 
down to us as ‘'drama' and is now considered one of the 
arts, was originally created for just this purpose. Ori- 
ginally (and now in other societies) religious, legisla- 
tive and judicial dramas were ‘acted out' together. In 
our current society, we separate these functions into 
churches, legislatures and courts. In each, we are 
accountable to a higher authority upon which our community 
agrees, but we have separated the authorities. Because 
the tort system has this representational function, it is 
less important because of what it does than because of 
what it is. It is our final referent when we are trying 
to understand how to resolve social conflicts or how to 
make real some abstract notion of one's responsibility to 
others in the community. 


This representational influence is slow and indirect. 
It contributes, over the long term, to that sense of col- 
lective obligation which is the basis of the civility for 
which Canadian society is noted. It is a kind of drama 
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which need not be dramatic. It need not even be particu- 
larly visible. Another institution in this country, the 
office of Governor-General, has day-to-day impact on the 
lives of Canadians, though we are seldom aware of it. We 
distinguish our Head of State from our Head of Government 
with the result that the citizens of this country have at 
least a vague sense that our Prime Minister is, however 
powerful, still accountable to someone/something else. 
The person elected to be first amongst us has to regard 
himself as accountable through an institution which is 
more important for what it is than what it does: so too, 
the lesson goes, does each of us have to feel responsible 
to our community. 


At first glance, then, the argument that the tort 
system has a 'deterrent' influence would seem to depend 
upon public awareness of how the system works and upon 
each potentially accident-producing individual making a 
personal risk calculation in the context of that aware-— 
ness. Although there are no studies of the level of pub- 
lic awareness of the tort system, one survey suggests that 
despite recent campaigns, public awareness about’ the 
penalties for drunken driving is minimal. It is reason- 
able to suppose that detailed knowledge about what happens 
in civil litigation is scanty. The informal experience of 
lawyers with new clients, and in the community, confirms 
this supposition. It appears that if the tort system does 
have an influence it is not mediated by even a latent 
knowledge about, much less a constant awareness of, its 
workings. 


The idea that drivers make personal risk calculations 
is problematic. A great deal of traffic safety research 
indicates that quick driving decisions are made, without 
conscious thought, on the basis of a combination of 
physical factors and habit. The motivating direction for 
such ‘'reactions' (rather than 'decisions') is personal 
survival, followed by the survival of others and the 
protection of one's vehicle. In most acute situations, 
there is no time to perform calculation, even if a person 
were able and inclined to do it. Traffic safety promotion 
is really based upon the idea of keeping people out of 
such situations in the first place; that is, by focusing 
upon planning and manoeuvring. This is where social per- 
ceptions, attitudes and roles come into play. 
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However, even if most drivers do not actually think 
about the workings of the system, their behaviour is 
affected by something like a pre-verbal impression of what 
it is. and) particularly; oftheir place in’it.* This: sense 
of relation is important because in the study of institu- 
tional and community behaviour, it has been found again 
and again that people who have a personal stake in events 
behave more responsibly. A complementary finding has been 
that cooperative behaviour is increased when a person per- 
ceives those around him as sharing that stake. This makes 
it crucial that drivers maintain a sense of 'ownership' in 
connection with the issue of traffic safety. eget 
remain personal, rather than being allowed to become a 
de-humanized administrative mechanism. The possibility, 
even (perhaps particularly) if a bit abstract and mysteri- 
ous, of being personally accountable increases this per- 
sonalization. The personal connection, making it more 
difficult for the driver to evade a sense of road respon- 
sibility, would be enhanced if the consequences were made 
more concrete and severe (as in, e.g., increased insurance 


premiums and, especially, punitive damages). For the 
specific-rehabilitative kind of 'deterrence', they would 
serve to capture the driver's attention and encourage a 
private re-appraisal of habits and attitudes. For the 
general-promotive kind of '‘'deterrence', their existence 
has more effect than their application. For everyone, 


they affirm the seriousness with which society regards 
this matter. 


The point is that if the existence of the tort system 
exerts an effect through its functions in representing 
collective responsiblity to the community, we must expect 
that its effects would be subtle, complex and slow. The 
elimination of this institution on a Friday would not be 
reflected in altered social attitudes the next Monday 
morning; nor, if a 'fault' system were eliminated in one 
year, should we expect the absence of its influence to be 
evident the next. If changes in social attitude were to 
occur, it might not be for five years, a decade or a gene- 
ration. 


There are examples around us of other comparable 
changes in social attitude which have occurred over a 
Similar period. It has taken three decades for well- 
documented and widely circulated knowledge of tobacco 
hazards for smoking to become regarded as anti-social 
behaviour. It has taken two decades for substantial 
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changes to take place in the status of women in our 
society. The social unacceptability of drunk driving has 
occurred over one decade. We do not know how long it will 
take to change our private transportation system so as to 
reduce the carnage of perhaps the greatest epidemic in 
history. If there are existing social attitude promoting 
forces which act as a brake on this slaughter, we also do 
not know how long it would take for their removal to show 
in increased traffic-death statistics. 


4, The Ultimate Issue: 'Deterrence' and the Epidemic 


The deaths, injuries and costs from motor vehicle 
accidents constitute one of the great epidemics in his- 
tory. In our society, given the ages of many victims and 
the consequent loss of healthy years, it can be argued 
that it is the greatest epidemic. In this epidemic, there 
are no exotic organisms and natural forces play a minor 
role. Prevention will be mostly behavioural and the key 
behaviour is that of the driver. There is virtually no 
disagreement that the most important influences on driver 
behaviour are socio-culturally determined attitudes and 
roles. 


There are several cultural influences working in the 
wrong direction. Macho advertising and (industry spon- 
sored) auto-racing both promote the view of driving as a 
competitive, ego-displaying opportunity for self- 
gratification through the demonstration of strength and 
status, and glorification of individual risk-taking. We 
need some competing influences, such as education, re- 
strictions on 'lifestyle' advertising and the elimination 
of auto 'sport'. Behind all our efforts to promote the 
‘competent and responsible' driver role, however, must be 
the living fact of a cultural apparatus which concretely 
represents our accountability for what we do with our 
vehicles. 


Given the colossal scale of this epidemic, it would 
seem imprudent to tamper with an institution which may 
exercise some mortality and morbidity retarding effect, 
even if the effect is not empirically demonstrable. No 
one has ever proposed that it has a negative effect. 
Arguments related to the ultimate death and injury issue 
strongly suggest in fact that we strengthen, rather than 
weaken, the impact of the 'fault system' 
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F. HEALTH IMPLICATIONS 


1. The Four Types of Argument 


a. Efficiency: The most thoroughly argued case for, and 
against, the introduction of a no-fault scheme has to do 
with the cost of administering the system, the proper dis- 
tribution of this cost, the waste of scarce court resour- 
ces and the inappropriate allocation of resources to 
insurance companies and lawyers. It is interesting that 
so much time and media space should have been devoted to 
this aspect of the dispute (although perhaps not surpris- 
ing, since the companies, ministries and professionals 
choreographing the dispute are organized around these fis- 
cal concerns) because, in the long term, this is probably 
the least important of the arguments. 


be Fair and Timely Compensation: Probably the larger 
part of the emotional force behind the no-fault debate has 


risen out of an entirely commendable developing social 
sentiment that accident victims should not be deprived of 
compensation either because of litigation delays or be- 
cause they have been found at fault. Behind this argument 
is an indignant sense that compensation mechanisms are 
unfair and unncessarily complicated. Because there are 
interests which appear to be profiting from the delays, 
there has arisen a kind of reform zeal which tends to con- 
fuse the efficiency and compensation questions. The fe- 
rocity of arguments in this category is striking and they 
command our sympathies, but it is inappropriate that they 
dominate the whole debate, because problems around which 
they revolve would seem so easily solved. 


c. The Epidemic: One of the two types of argument which 
has received virtually no attention has been that con- 
cerned with the unutterably awful human damage occurring 
every minute of every day in our road system. Virtually 
all considerations should pale beside this one. Our first 
concern should be to ensure that nothing is done to our 
system which worsens the problem and, if at all possible, 
that we effect changes to reduce it. If this were to 
increase costs then the debate should explicitly address 
‘health efficiency' issues. Although this may be one of 
the greatest epidemics in history, it is probably also the 
most invisible, which may account for this argument re- 
ceiving so little attention. 
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d. Justice: Except from some jurists, there has been 
relatively little comment upon the broad social implica- 
tions of tinkering with the law involved in this issue. 
The general public seems perversely uninterested in sug- 
gestions that they should be wary of having their rights 
shaved away in the interests of efficiency, and the 
zealots view such suggestions from lawyers as_ self- 
serving. Despite the lack of attention given them, the 
justice and epidemic arguments would seem to be the most 
fundamentally important. 


2. Compensation Mechanisms 


When someone has been injured in an MVA, he/she needs 
two kinds of 'compensation': the wherewithal to live de- 
cently, if his/her income has been interrupted or there 
are other unusual circumstances; and treatment- 
rehabilitation...) (Not only is). it),untair for these: ito be 
withheld but, because of the ways we know that chronic 
disability develops, there are also serious ill-health 
consequences flowing from such delays. 


However, there are simple administrative means by 
which adequate maintenance and care can be provided with- 
out any substantial changes to the fault system. Treat- 
ment and rehabilitation should be made available, without 
challenge by the paying insurer, immediately. This very 
probably will result in some excessive and avoidable 
'front-end' costs, but they will be trivial in comparison 
to savings from the present costs of chronic disability. 
There would also be legal remedies available where abuse 
occurs. It is argued by some that since virtually every- 
one in Ontario is insured through OHIP, the 'care' part of 
this issue is already resolved. Unfortunately, much of 
the specific expertise most necessary in post-traumatic 
treatment and rehabilitation involves non-physicians, and 
should generally be applied in the community rather than 
therclinue, aves ORI Pidoes] noticdversit sqdltiaevaliso.s not 
just coincidentally, in short supply. 


Seemingly, an obvious and simple solution would be to 
make changes in OHIP. However, even disregarding the 
boggy business of extending health disciplines privileges, 
we could face serious utilization problems because income 
maintenance almost inevitably would be tied to rehabilita- 
tion efforts. The New Zealand experience would suggest 
that if early rehabilitation (or 'pre-habilitation') were 
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made close to mandatory, there would be a significantly 
increased demand for services, mostly in non-physician 
activity. Costs, then, might not simply be relocated, but 
actually increased. To some extent, this increase would 
reflect ‘uncovered' existing needs, but some of it would 
be newly created by the 'medicalization' of disability. 
It would not be sufficient, therefore, merely to increase 
the supply of conventional medical/clinical resources; 
service modes, professional roles and training programs 
would have to be adjusted according to the most advanced 
concepts of disability. Strategically, legal and admin- 
istrative issues are inseparable from health issues. To- 
gether, they demand an integrated approach. 


3. Changes in Concepts: Disability, Work and the Courts 


Amongst the fundamental changes occurring in health 
care are our ideas about the nature of morbidity in gene- 
ral and, specific to our present purposes, of disability. 
Between the initial accident event and the eventual disa- 
bility, there is a regular causal sequence, the logic of 
which is crucial to our understanding of how to manage 
these problems. 


Parst;./ itheaticausel) (ins the form asays).o£°:collision 
impact) interacts with the physical characteristics of the 
person to produce the tissue-metabolic damage we refer to 
as a 'lesion'. Then, this lesion interacts with the per- 
son's emotional-behavioural characteristics to produce the 
'syndrome', which consists of all those distresses and 
dysfunctions we regard as symptomatic. This syndrome then 
interacts with the person's environment to produce the 
actual 'disability'. 


(1) 


(2) 
CAUSE (>) 
LESION (4) 
body SYNDROME 
behaviour DISABILITY 


environment 


FIGURE 3: The step-wise genesis of disability. 
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Describing and assessing a disability is not the same 
as diagnosing a syndrome. Doctors are good at naming syn- 
dromes and inferring or finding the lesions which underlie 
them. They’ do this’ jon ithe (basis'of “history; «clinical 
science and laboratory investigations, all of which pro- 
ceduresare carried out in avclinical setting. |) Conven- 
tionally, when asked to estimate someone's disability, 
they extrapolate from this diagnostic decision, sometimes 
including their best guess about the person's environment. 
When the patient in question is a professional athlete and 
has suffered a traumatic below-knee amputation, the guess 
and the extrapolation are easy. In the overwhelming 
majority of less obvious cases, however, neither the guess 
nor the extrapolation is of much value if the intention is 
to arrive at a precise assessment for either rehabilita- 
tion or compensation reasons. Physicans seldom possess 
the conceptual or technical tools because they are not 
trained.in them’, ito iconduct: thils "kind of assessment prom 
perly. The data necessary for it are different from cli- 
nical data and they must be interpreted using a different 
kind of logic. The data gathering must be done largely in 
the person's real world and involves technical procedures 
which are quite unfamiliar in most clinics. 


In parallel with this evolution or morbidity theory, 
there have been important changes in concepts of work and 
its place in our society. On the one hand, formal employ- 
ment is recognized to be valued beyond the wage it brings 
and, ‘on’ the other; informal!’ (havocational')”\ work’41s 
increasingly seen as its social and economic equivalent. 
Social scientists in the field lean toward a consensus 
that substitutes for traditional job roles will become 
more necessary and valued and that this trend is accele- 
rating. 


Combining these developments in the concepts of dis- 
ability and work, particularly where they converge around 
the 'value' of performance capacity, we can, within a 
decade, expect a very different logic to apply to the cal- 
culation of loss. This kind of thinking has only recently 
come into civil litigation and is evolving rapidly. 
Different kinds of assessment are being sought, the legi- 
timacy of different lifestyles is acknowledged, and such 
hoary notions as 'traumatic neurosis' are being chal- 
lenged. The quality of science brought into court, and 
its application, are improving, not least because, in the 
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competitive dynamism of the system, innovative attorneys 
are pushing one another to new levels of sophistication. 


To freeze or retard this process would be regret- 
table. Even if compensation criteria were to be formulat- 
ed according to the most advanced current thinking in the 
field (and it is improbable that we could do better than 
to codify what was state-of-the-craft five years ago), it 
would be significantly out of date within a few years. 
Given the usual half-life of complex legislation and regu- 
MaGron cfvel wold @betiim tor Sa song’ period: ‘of Manstatu- 
tionalized obsolescence. Right now, the civil litigation 
process is not only benefitting from, but is also one of 
the most important stimuli for, this development of con- 
cepts at the interface between science and _ society. 
Reducing our decisions about the nature and value of disa- 
Didiaty, of about “impacts ‘on, life ‘quality, to “administra- 
tive interpretations of tabulated definitions would be a 
regressive step. It is the approach itself, rather than 
just the quality of its contents, which is dangerous. 
Once in place, it is likely to breed bureaucratic ab- 
SUrCLLY . Attempting to modernize a verbal threshold 
formula, as in the Michigan example, can bring about silly 
results. There, in order to soften an inclusion criterion 
which insisted upon objective clinical evidence, thermo- 
graphic data were allowed: the intention may have been 
laudable, but the results were scientifically indefen- 
sible, and a good cross-examining attorney could demolish 
the logic in short order. 


The civil litigation process is serving us well as a 
crucible within which social and scientific ideas are 
brought together around questions of compensation. We 
should be very cautious about removing any of it. 


G. SUMMARY 


1. Although MVA-related rates do appear to rise following 
the introduction of no-fault schemes, it is not valid to 
infer that this effect is due to the removal of some anti- 
MVA '‘deterrence' in any meaningful sense. Nonetheless, 
there are other reasons to believe that the tort system 
can/does exert both 'general deterrent' and ‘specific 
deterrent' influences which act over a longer period. 
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2. The data suggest (but do not prove) that some features 
of no-fault schemes may actively influence driver beha- 
viour negatively; that is, increases in post-change MVA- 
related rates are at least partly an active effect, rather 
than being due to the removal of some influence. 


3. The question about ‘'deterrence' cannot be settled 
scientifically. 


4, There are (at least) three meanings for the term 
‘'deterrence': one refers to the balance or interaction of 
all forces in the 'MVA production system'; the other two 
resemble the general and specific deterrences in the cri- 
minal justice system, but are better thought of as influ- 
ences for the promotion of safe driving and the rehabi- 
litation of high risk drivers. 


5. The tort system probably does exert these 'promotion' 
and 'rehabilitation' influences. 


6. These influences can be located fairly specifically in 
an MVA production system model. 


7. There are strong forces acting to generate precisely 
those behavioural tendencies which we seek to deter. 


8. The influences act, and effects occur, slowly; that 
is, MVA-related rates measured during the first year after 
no-fault changes may be interesting for other reasons, but 
are unlikely to have anything to do with the 'promotion 
and rehabilitation' kind of deterrence at issue here. 


9. Given the colossal scale of the traffic death and 
injury epidemic, even a small '‘'deterring' influence is 
important; since the tort system probably has this influ- 
ence, and has never been accused of having the opposite 
effect, it would be unwise to remove it. 


10. Improvements in mechanisms for provision of care are 
possible, and desirable, independent of changes in the 
'fault' system. 


ll. The rapid evolution of disability concepts must be 
considered in designing a compensation scheme. 
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SUMMARY 


In the current debate in Ontario about the merits of 
private and public automobile insurance, little attention 
has so far been paid to the potential implications for 
road safety. In an attempt to fill this gap, this paper 
first describes the road safety strategy from which the 
largest reduction in the accident rate may be expected. 
This strategy takes the form of extending incentives to 
drivers for not becoming involved in an accident of their 
own fault. Next, potential sources of incentives avail- 
able under the condition of private insurance are compared 
with those available when automobile insurance is assigned 
to the public sector. To be maximally effective, incen- 
tive programs must meet a set of requirements, and these 
have been specified. The ability of private and public 
insurance to fulfill these requirements has been compared. 
On the basis of the available evidence and the inferences 
that follow from it, this paper shows that the choice be- 
tween private and public insurance may have major impli- 
cations for the future traffic accident rate in the pro- 
vince. Consideration of all identified factors impinging 
upon the effectiveness of incentive programs, and thus 
upon accident reduction, leads to the conclusion that the 
objective of road safety promotion will be best served in 
Ontario if the responsibility for automobile accident in- 
surance is assigned to the public sector. 


RESUME 


Dans les débats actuels en Ontario a l'égard des avan- 
tages d'une assurance automobile privée ou gérée par les 
autorités publiques, tres peu d'attention a été dévoutée 
jusqu'ici aux implications potentielles pour la sécurité 
routiere. En visant a remplir cette lacune, ce rapport 
donne en premier lieu une description des mesures pour la 
promotion de la sécurité qui promettent le plus grand 
effet bénéfique. Celles-ci sont les mesures qui récompen- 
sent les conducteurs pour la conduite sans accidents dus a 
leur propre tort. Par la suite, la disponibilité des 
sources potentielles de récompenses ("boni") pour la con- 
duite sure a été comparée dans la condition d'assurance 
gérée par le secteur public et par le secteur privé. Afin 
de pouvoir réaliser le plus grand effet sur la sécurité, 
les programmes de récompenses doivent répondre a un ensem- 
ble de criteres. Ces criteres ont été identifiés et les 
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alternatives d'assurance privée et publique ont été com- 
parées quant a leurs capacités de satisfaire a ces cri- 
teres. Sur la base des résultats empiriques en évidence 
et des réflexions auxquelles elles donnent raison, ce 
rapport démontre que le choix entre l'assurance publique 
et privée englobe des conséquences importantes pour le 
taux d'accidents dans l'avenir. La considération de tous 
les facteurs identifiés qui ont un effet sur l'efficacité 
des programmes de récompenses pour la bonne conduite auto- 
mobile, et ainsi sur la réduction des accidents, amene a 
la conclusion que l'interet de la sécurité routiere en 
Ontario sera mieux servi si la responsabilité pour 
l'assurance automobile est déléguée au secteur public. 
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1. INTRODUCTION 


Some time ago, professional drivers of a large fleet 
of trucks and vans employed by a food-producing company 
were promised a salary bonus of a few hundred dollars for 
each year in which they did not cause a traffic accident. 
The accident ;rate’ per driver, ‘as well..as the accident 
costs per kilometre driven, dropped drastically in imme- 
diate response to the announcement of this safety incen- 
tive, and several years later both levelled off to about 
one-seventh of what they had been before the institution 
of the incentive program. 


The purpose of the present report is essentially two- 
rolay The first purpose is to call attention to what 
appears to be the most effective strategy toward accident 
prevention by describing the sizeable reduction in the 
number and costs of traffic accidents that may be expected 
from those intervention programs that take the form of 
extending rewards to automobile drivers conditional upon 
the fact of not incurring accidents in which they are 
judged to be at fault. 


The second purpose is to contrast both the degree of 
feasibility and the extent of the potential safety impact 
of launching such incentive programs under two different 
conditions: when automobile insurance is under public man- 
agement and when it is offered by the private sector. 
It will be seen that the differences in the to-be-expected 
reductions of the traffic accident problem are likely to 
be substantial. In this comparison, issues other than 
road safety promotion will not be considered. 


The societal importance of reducing the traffic acci- 
dent problem is immense indeed, as may be illustrated as 
follows. It can be calculated that in the year 1985 the 
economic costs of road accidents in Ontario amounted to 
some $1.2 billion, or $131 (Canadian) per head of popula- 
tion, meaning all men, women and children living in our 
province, and not just drivers. “2 Traffic” acer— 
dents are among the leading causes of death in Ontario ang 
are even the most prominent one in certain age groups. 
In contrast to cardiovascular disease and cancer (the dom- 
inant causes of death in the population as a whole), road 
accidents kill people at a relatively young age. It has 
been estimated that in Canada, road deaths account for 1.7 
times more potential years of life lost than is true for 
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ASIP aie 1.2 times more than due to cardiovascular dis- 
ease, 


It should be recognized, too, that in addition to car- 
rying this burden of material loss and human suffering, 
our province spends large resources on road safety manage- 
ment in various forms, ranging from driver education, 
licensing and record keeping to traffic law enforcement, 
court operations and jailing, road construction and main- 
tenance, intersection signalization and railway-crossing 
level separation. The total cost of road safety manage- 
ment to the province is probably unknown, but it certainly 
is substantial. 


Against this background, it readily becomes obvious 
that any proposed change in operation that has a potential 
impact upon the traffic accident loss in our province de- 
serves to be carefully studied with regard to its likely 
repercussions on safety. The current political debate in 
Ontario about the merits and disadvantages of private ver- 
sus public automobile insurance entails a possible change 
in operation that may have a major impact upon traffic 
safety. So far, however, the traffic safety issue has not 
been a salient topic in this debate; that it deserves to 
be is emphasized here. 


The present report is structured as follows. The 
empirically evaluated effects of various past incentive 
programmes upon traffic safety have been summarized in 
pection 2.) Thisisection, alsoscontainsya short neview of 
what may be learned for the purpose of traffic safety pro- 
motion from the documented experience with analogous pro- 


grammes in industrial settings. From the combined evi- 
dence, a set of requirements for the design of effective 
incentive schemes is derived in Section 3. Potential 


sources for incentives are discussed in Section 4 and com- 
pared under the conditions of private versus public res- 
ponsibility for automobile insurance. Section 5 evaluates 
the comparative opportunities for effective safety promo- 
tion under these two conditions against the yardsticks 
specified in Section 33, | Finally, Section 6 contains: the 
conclusions that can be drawn from the evidence and consi- 
derations presented. 
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ly ieASNOLe Con Terminology 


In order to avoid long-winded phrases which might be 
more precise, we will, in this report, take some termin- 
ological shortcuts. Unless otherwise specified, accident 
cost refers to the sum total of accidents occurring in va 
jurisdiction as a whole or in a sub-group of road users in 
particular, while each accident (fatal, personal injury or 
property damage) is weighted according to its severity. 
The sum total of accident cost, when calculated per calen- 
dar year and divided by the number of residents, yields a 
per capita accident rate. This accident rate is different 
from the accident rate per kilometre_ of mobility and 
should be clearly distinguished from it. 


The term ‘incentive for safe driving refers coisa 
gratification or bonus extended to drivers on the eon 
dition that they do not have an accident, in which they 
are at fault, within a specified time period (like six 
months or one year). 'Incentive' is different from 
'reward' or 'reinforcement' in that drivers are fully in- 
formed in advance of the requirements they have to fulfill 
in order to become eligible for its realization at some 
specified time in the future. In contrast, a ‘reward' is 
something that may come unexpectedly. An incentive is 
intended to stimulate people to achieve a particular per- 
formance, while its realization into a bonus should sat- 
isfy a need or desire. 


Note that, in order to be eligible for the bonus, the 
driver should be free of accidents in which he or she is 
culpable, and not just display some specific safe beha- 
viour (like wearing a seat belt). Similarly, disincen- 
tives mentioned in this report are penalties contingent 
upon the fact of incurring an accident in which the dra 
ver, to whom the disincentives apply, is found to be at 
fault. Unsafe driver acts or violations of the highway 
code will not be considered if they are not followed by an 
accident. As incentives for not having a 'culpable' 
accident and disincentives for having one both constitute 
inducements towards safety, we will use the cSen 'incen- 
tive' to cover both, unless otherwise specified. 


2. PAST EXPERIENCE WITH INCENTIVE PROGRAMMES 
EE EEN IVE PROGRAMMES 


In this section we will summarize the findings of var- 
lous studies which examined the effect of extending 
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incentives for safety upon subsequent accident frequency. 
This approach towards accident prevention differs basi- 
cally from the 'traditional' emphasis upon training, en- 
forcement and engineering, because it attempts to enhance 
drivers' desire to be safe, rather than merely providing 
them with more opportunity to be so, or discouraging them 
from specific unsafe acts. Moreover, it will be seen that 
incentives for safe operation of equipment by employees in 
industry have led to substantial reductions in occupa- 
tional accident rates. 


2.1 Incentives for Safe Driving 


A well-controlled field trial, in which the expected 
cost of being at fault in an accident was increased, re- 
sulted in a marked reduction in the accident rate of the 
driver population involved. Members of military per- 
sonnel at a U.S. airforce base in Texas were informed that 
their ranks were in jeopardy and that they even ran the 
risk of dishonorable discharge from the service if they 
were found to be at fault in an accident. Referral to a 
psychiatrist was another unpleasant possible consequence. 
These measures were put into effect for one year and the 
results were compared with the accident rate before the 
measures were instituted as well as with the accident 
rates of military personnel at other bases (without the 
program) and with general trends. The authors concluded 
that the number of accidents of personnel at the experi- 
mental base diminished by 50%, the total frequency of per- 
sonal injuries by 54% and of personal injury to the driver 
by 002. 


The very act of engaging in the risky act of driving 
(rather than being at fault in an accident) was economi- 
cally discouraged in another case. As a consequence 
of the elimination of Connecticut state subsidies for dri- 
ver education in high schools, nine school boards decided 
to drop the courses from the curriculum, while others con- 
tinued to offer them. Obtaining a driver's licence thus 
became more difficult and more expensive. Subsequently, 
the total number of licensed years of 16- and 17-year olds 
diminished by 57% in the communities without high school 
driver education, as compared with 9% in communities where 
this education was retained. Due to the reduction in 
driving, the former communities showed a 634 decrease in 
the traffic accident rate of 16- and 17-year olds, while 
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there was no change in this respect in the other commu- 
nities. 


In the mid-1970s an innovative and relatively, large- 
scale experiment was conducted in California. The 
Division of Highways in that state contacted 9,971 drivers 
who had caused collisions or committed violations in the 
previous year and thus had incurred recent demerit points. 
These drivers were informed by letter that they would re- 
ceive a free 12-month extension to the validity of their 
driver's licences on the condition that they achieve a 
clean record during the forthcoming year. Apart from the 
financial incentive, amounting to a few dollars per year, 
this offer also implied deferral of the obligation to 
again submit themselves to the the written part of the 
driver's examination, which in California is administered 
repeatedly throughout a driver's career. 


A control sample of another 9,976 drivers was not ap- 
proached in this manner, but they too were followed up 
along with the experimental group over a period of several 
years. The findings include the following. In the first 
follow-up year, there were significantly fewer accident- 
involved drivers in the experimental group, particularly 
among the younger drivers and among those drivers 
whose licence renewal was to come up within one year after 
receipt of the letter. In this latter group, the 
accident rate was 22% lower than in the appropriate con- 
trols. The drivers who actually earned the bonus after 
one year showed 33% fewer accidents in the second follow- 
up year than did the controls. 6 


More recently, a report was published about an ongoing 
incentive project in West Germany that has not, as yet, 
received the amount of attention of the road safety commu- 
nity that it deserves. This project has already been hin- 
ted at in the Introduction above. Professional drivers 
employed by the German branch of Kraft Foods Corporation, 
with a fleet of about 600 trucks and vans, were told in 
1957 that they would receive a bonus of about $175 
(Canadian) for every half year of driving without "cul- 
pable accidents" (i.e., without _accidents in which they 
were judged to be at fault). This incentive pro- 
gramme is currently still in force. 


In the first year after the initiation of this incen- 
tive scheme, the frequency of culpable accidents per 
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100,000 km driven fell abruptly by about one-third, and 
subsequently continued to drop more smoothly; in 1981, the 
accident rate per km amounted to about 14% of what it had 
been in. 1956..(1.e%., spriier, tothe programme) «|: The irate sof 
all accidents - culpable or not - fell to 25% of what it 
had been before in 1956. The direct financial accident 
costs per km driven showed a Steaper decline than the ac- 
cident frequency per km driven. 1 This indicates that 
the incentive programme was particularly effective in re- 
ducing the occurrence of more serious accidents. The 
total implementation costs of the programme are estimated 
at about $40,000 (1983 Canadian dollars) per annum, but 
these costs are reported to be outweighed by far by the 
reduction in et fees resulting from the much im- 
proved safety record. 


Zeeeencenbives for safety in Industrial Settings 


Occupational accidents are very costly to manufactur- 
ing, mining, construction and other industries, not only 
because of lost production time of employees and equip- 
ment, but also because of their consequences for payments 
to Workers' Compensation Boards and other forms of insur- 
ance. Insurance fees often depend on safety performance. 
As a result, efforts to reduce industrial accidents 
through monetary and material incentives to employees for 
accident-free operation have indeed become quite popular 
in North America, as well as in other -parts of 
the world.?* 4 Itaswould,«thereforeyitseem worth- 
while to investigate what, if anything, may be gleaned 
from the documented industrial experience with a view to 
applying it to road safety promotion. The terrain is 
different, but the same principles may well apply. Thus, 
what follows is a short interpretive review of what can be 
learned from various publications on the effect of safety 
incentives that have been implemented and evaluated on 
their effect in industrial settings. 


Incentive systems tend to be more effective if employ- 
ees are told how (i.e., through what specific behaviours) 
accidents can be avoided. As the California experi- 
ment indicates, this does not mean that incentives 
will not work if this educational component is missing, 
but in industrial settings it has been found to be help- 
Pudic 
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A very important factor in the success or failure of 
an incentive scheme is its perceived equity. Is the bonus 
seen as a just compensation for what one has to do, or 
refrain from doing, in order to receive it? 


Is the bonus perceived as realistically attainable or 
is it seen as virtually beyond reach? The question be- 
comes particularly important when lotteries are used, as 
is common in industry in various countries, and highly 
relevant to the traffic safety problem. This is because 
in any given year about 90% of licensed drivers are acci- 
dent-free and thus would be eligible for their small share 
of) the: totaly incentives itunds. 9) Onelicowld.calter sthatmby 
rewarding, by lot, only 10 or 5% of accident-free drivers 
and give them a 10 or 20 times larger bonus. Although, on 
the one hand, this would appreciably augment the potential 
gains to be made by an individual driver, it might on the - 
other hand lead some people to feel that their chances of 
obtaining the reward are so small that they may choose to 
ignore the incentive program and the change ingroadicon= 
duct the program is intended to inspire. 


Any incentive programme should be developed in consul- 
tation and co-operation with those to whom it will be ap- 
plied. The need for this is obvious from the points al- 
ready made. For the same reasons, people should be 
clearly informed as to how it operates. 


The incentive should materialize after a relatively 

short time period, for instance twice a year (periods ag 
short as one month have been used in industry). 
It may be recalled that in the California experiment cited 
in Section 2.1, a greater reduction in the accident rate 
was found in people whose licences were coming up for re- 
newal relatively soon after they had been informed of the 
existence of the incentive. 


Mention should be made here of the distinction between 
group and individual bonuses for not having any or at 
least) 8 lesser frequency of accidents. One leading autho- 
rity feels that if incentives are applied in a compe- 
titive fashion to groups of people in industry (e.g., work 
teams) everybody in the winning group should benefit, in- 
cluding those group members who have had accidents. This 
is seen as more equitable, because "nobody really wishes 
to have an accident". However, it should be emphasized 
that driving, unlike much industrial work, does not con—- 
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stitute team work in the usual sense of the word and that 
drivers actively and knowingly create situations - or more 
passively allow situations to occur - in which accidents 
are more likely. On the other hand, there is evidence 
that group bonuses strengthen the competitive motivation 
toward winning the award. 


The institution of an incentive plan may lead to 
under-reporting of accidents, but this phenomenon appears 
to be limited to minor accidents only and so far consti- 
tutes the only documented undesirable side-effect of such 
schemes. 


Many companies report that the savings accruing from 
the incentive systems are much greater than the monies 
spent on bonuses. The lowest reported ratio (savings di 
Vadeda byiicosts))hissuim thes order bof two. ste one: In 
terms of the lost-day case rate, or doctors' cases, the 
magnitude of reductions attributed by different companies 
to their incentive schemes usually varies between 50 and 
80% of the base rate. In other words, the rate of doctors' 
cases and lost days declines to one-half to one-fifth of 
what it,_had been before the incentive schemes came into 
effect. 


A very recent publication on incentive programmes that 
have been in effect for 11-12 years in two American mining 
companies, shows reductions to as little as one-ninth to 
one-fiftieth of the pre-incentive yearly numbers of days 
lost from work per million hours of work because of work- 
related injuries. ! 


2.3 Why Is It That Incentives Work? 


There can be no question that incentives for safety 
are powerful means for reducing the accident rate, both 
per unit distance of mobility (per km driven), per unit of 
productivity (as in industry) and per person. In fact, 
the effectiveness of incentives appears to be much strong- 
er than that of traffic accident countermeasures in the 
more traditional categories: education, enforcement and 
engineering. What could possibly explain this situation? 
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Any driver's manner of driving and his or her amount 
of mobility carries a degree of accident risk. The less 
prudent his/her manner of driving and the more he/she 
drives, the greater the risk of accident in a given time 
period, say, one year. 


However, such behaviour also brings expected benefits: 
greater speed, less time loss, more thrill, less boredom, 
a greater distance of travel per year, more opportunity to 
visit far-away places, more commercially productive kilo- 
metres and so forth. 


Drivers, therefore, accept some accident risk in re- 
turn for these gains. As ‘economic animals', they try to 
operate their vehicles at a level of accident risk such 
that they feel that the net benefit will be maximal (all 
gains and losses, including possible accident loss, being - 
considered). 


This is their preferred level of risk, and it depends 


on many factors: financial, cultural, gender, age, marital 
status, peer group pressure and personality traits, as 
well as transient states such as preoccupations, fatigue, 
blood-alcohol level and being in a rush. This list is far 
from complete, but the various factors influencing the 
preferred level of accident risk can be conveniently cate- 
gorized into four general groups: 


1, the expected advantages of risky behaviours; 
2. the expected disadvantages of cautious behaviours; 


3. the expected advantages of cautious behaviours; 
and 


4, the expected disadvantages of risky behav- 
iours. <8 


The preferred level of accident risk, and thus the 
accident rate, increases with increments in Factors 1 and 
2, and decreases with increments in Factors 3 and 4. It 
follows that any intervention that leads to a decrease in 
Factors 1 and 2 should reduce the preferred level of risk 
and thus lead to accident reduction. The same holds for 
safety measures that enhance Factors 3 and 4. 
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This is precisely what incentives for not having an 
accident and disincentives for incurring one do. They 
stimulate the desire for safety in the driver population. 
Consequently, effective safety management largely depends 
upon a jurisdiction's ability to effectively bone h the 
preferred level of accident risk of its inhabitants. 


In contrast to safety promotion efforts through educa- 
tion, enforcement and engineering, economic interventions 
do not only appear to be more potent, but their im- 
plementation is also relatively simple and cheap. Fur- 
thermore, it would seem much easier to stimulate people's 
motivation for safety through economic inducements than it 
is by attempts to directly influence the cultural and 
social values or personality traits that have a bearing 
upon the level of risk they prefer. 


3. REQUIREMENTS FOR EFFECTIVE INCENTIVE PROGRAMMES 


To serve the first objective of this report - to iden- 
tify countermeasures that are effective - we have found 
evidence in Section 2 that incentive systems can achieve 
very significant gains in safety. However, past experi- 
ence shows that some incentive programmes were more effec- 


tive than others. The distinctive features of the more 
successful schemes will be specified in the present sec- 
tion. A checklist of desirable program charactertistics 
is thus developed. This will serve as a frame of ref- 


erence, as a set of yardsticks, which is needed to ef- 
fectively deal with the second issue posed in this paper: 
an evaluation of the comparative opportunities for imple- 
menting effective safety incentives under private and pub- 
lic management of automobile insurance (which will be dis- 
cussed in Section 5). 


What follows is a list of specific requirements for 
effective incentive programming. 


3.1 The incentives should widen the utility gap drivers 
perceive between causing an accident and not causing an 
accident by as much as possible. Thus, the safety 
programme can be expected to become more successful as the 
difference becomes greater between the advantage of not 
having an accident on the one hand and the disadvantage of 
having one. 
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3.2 The introduction and long-term maintenance of incen- 
tive programmes should be conducted with vigour, commit- 
ment and coherence. 


3.3 The incentive system should be perceived as equitable 
by those to whom it is addressed. Does the driving public 
view the bonus as a just reward for not causing an acci- 
dent in a given time period? In the case of disincen- 
tives, does the driving public view the penalty imposed 
(e.g., an insurance fee surcharge) as justified? 


3.4 The incentive scheme should be developed in consulta- 
tion with those (or with representatives of those) to whom 
it will be applied. 


3.5 Programmes should be designed such that incentives 
are viewed by driyers as realistically attainable and thus 
not beyond reach. 4 


3.6 Incentive plans should be designed in a manner such 
that they strengthen peer pressure towards achieving the 
objective of no accident. Thus, the plan should not 
only stimulate each driver's concern for his or her own 
accident-free record, but also motivate her or him to in- 
fluence peers so that their accident likelihood is also 
reduced. 


3./ The time periods at the end of which incentives ma- 
terialize into rewards and disincentives into penalties 
should, be relatively short (say, one year at the lon- 
gest). 


3.8 The amount of the incentive should grow as the indi- 
vidual driver accumulates a larger number of accident-free 
years. Incentive increments should follow a step-wise 
function phat maximizes the driver's motivation to have no 
accident. 


3.9 The operational rules of an incentive system should 
be kept simple so that they can be be SORE aoe clearly 
to all persons to whom the programme applies.° 


3.10 Other things being equal, preference should be given 
to that incentive programme that is the easiest — the 
least costly — to administer. 
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3.11 Thought should be given to the question of how to 
counteract any problems that may arise from drivers under- 
reporting the accidents they have. This is important for 
a number of reasons. First, accident statistics may be in 
serious error as it has been estimated that a large pro- 
portion of all reportable crashes may in fact be unknown 
to the police and thus are not accounted for in the offi- 
cial accident statistics. Estimates of all property dam- 
age accidents accounted for in official records vary be- 
tween 25 and 86%. Corresponding estimates for personal 
injury accidents depend on the type (pedestrian, Cyc isin. 
driver) and age of injured road user © and vary between 
25 and 93%. Secondly, erroneous impressions of counter- 
measure effectiveness may result if there are changes in 
police investigation practices, or if the driving public 
alters - as a consequence of some intervention - its in- 
clination to report accidents to the authorities or pri- 
vate insurance companies. A more detailed discussion of 
this issue and references are presented elsewhere. 


3.12 Like any other accident countermeasure, an incentive 
plan should not be introduced without prior research into 
its short-term and long-term feasibility, nor without 
prior research into its best possible form, nor finally 
without provision for scientifically adequate evaluation 
of its costs and of its effectiveness in reducing the ac- 
cident rate. | 


4. POTENTIAL SOURCES OF INCENTIVE PROGRAMMES 
IN THE PUBLIC SECTOR 


In this section we will discuss various possible sour- 
ces of incentives for safe driving in the general pop- 
ulation which may be instituted through government action. 
Some of these have already been mentioned in previous sec- 
tions, while other potential sources are added in a more 
speculative vein. In accordance with the Commissioner's 
requisition regarding the contents of the present re- 
Hort; these possible sources are presented, first, 
under the assumption of privately run automobile insurance 
and, second, under the condition of public insurance man- 
agement. 
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4.1 When Automobile Insurance Is In Private Hands 


Following the California example, 13 the province 
may offer free driver's licence extension bY one year for 
each year drivers are accident-free, 28»? tn ad= 
dition, and as a disincentive, the validity of a driver's 
licence may be shortened by one year as a penalty of each 
year in which the driver had one or more culpable acci- 
dents. Another way of using driver's licence renewal as a 
source of incentives/disincentives could consist of dis- 
counts and surcharges in the renewal fee. 


Following the Connecticut example, !! the province 
may abolish the funds that are used by Boards of Education 
for the provision of driver education in high schools. 
This, naturally, would be a one-time intervention, rather 
than an ongoing one. 


Another opportunity for incentives is offered by re- 
ducing the charge for the annual validation stickers of 
vehicle permits. Thus, this incentive would be based on 
the 'culpable' accident experience of the vehicle (i.e., 
regardless); (ot, *thes-identity, 'of Bthe iMdriver (si) of the 
vehicle, but depending upon whether the driver was at 
fault) and be extended to the owner. Surcharges in annual 
permit fees may be used as an analogous disincentive. 


Discounts and surcharges in the provincial portion of 
income tax paid by holders of driver's licences may be 
considered and justified on the grounds that the pro- 
vince's expenditures for medical treatment of people in- 
jured in accidents are carried by Ontario Health Insurance 
Plan (OHIP) and the cost of the health delivery systems 
greatly exceeds the sum total of OHIP fees. 


Reasoning in the same vein, a discount and/or sur- 
charge in the OHIP fee payable may be considered for hol- 
ders of a driver's licence as a function of their culpable 
accident experience. 


Finally, the provincial government may attempt to ex- 
ert pressure on the private automobile insurance companies 
towards installing incentive and disincentive schemes of 
their own. 


Some of these bonus and penalty systems would obvious- 
ly be more cumbersome to implement and administer than 
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others. Part of the administrative difficulties arises 
from the need for verification of driver and vehicle re- 
cord accuracy and recency. 


We will refrain from elaborating on the more precise 
procedural details of the above suggestions, and this for 
two reasons. First, each of these suggestions is in need 
of in-depth feasibility study in collaboration with offi- 
cials in administrative domains in which the present 
author has no claim to expertise. Secondly, although 
there is reason to believe that the potential accident 
reducing effect of the above suggestions is sizeable 
enough to warrant serious consideration, this effect is 
likely to be relatively modest in comparison with what may 
be achieved in terms of accident prevention if automobile 
insurance is placed under public control (as will be seen 
iiwseel Lon. 5); 


4,2 When Automobile Insurance Is Under Governmental 


Responsibility 


If this condition prevails, all of the above-men- 
tioned possibilities would, of course, still apply. They 
would, however, be joined by direct public control over a 
relatively simple to manage and most powerful source for 
effective safety programming. Why this is so will be dis- 
cussed in the next section. 


5. A COMPARISON OF OPPORTUNITIES FOR EFFECTIVE SAFETY 
PROMOTION UNDER PRIVATE VERSUS PUBLIC DELIVERY OF 
AUTOMOBILE INSURANCE 


In Section 2 we arrived at the conclusion that those 
measures that take the form of enhancing drivers' desire 
for safety are the most promising interventions for the 
purpose of accident reduction. The best available method 
for stimulating this desire appears to be the extension of 
incentives for the successful avoidance of 'culpable' ac- 
cidents and the imposition of penalties for incurring such 


accidents. Specific features that strengthen the effec- 
tiveness of this type of intervention have been outlined 
insySection 3: Subsequently, in Section 4, potential 


sources for incentive programmes have been pointed out 
under conditions of public versus private delivery of 
automobile insurance. 
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The task we seek to accomplish in the present section 
is to compare the opportunities for road safety promotion 
in Ontario under these two conditions. In doing so, the 
same sequence of criteria as presented in Section 3 will 
be followed. A quick overview of our observations is pro- 
vided in Table l. 


5.1 Widening of the Utility Gap 


As noted in “Section. 2.33“the traffic ‘accident’ rate 
may be expected to drop to the degree that the driving 
population's desire for safety is enhanced. This desire 
will be greater to the extent that the difference between 
the advantage of not having an accident on the one hand, 
and the disadvantage of having an accident on the other, 
is widened. 


TABLE 1: Comparative strengths of private and public 
insurance in terms of requirements for 
effective incentive programming.1) 








INSURANCE: 
REQUIREMENT PRIVATE PUBLIC 
1. Widening of the utility gap - + 
2. Managerial vigour and commitment = a: 
3. Perceived equity of incentives = Ss 
4, Consultation with the driving public oe 
5. Perceived attainability of bonuses = = 
6. Enhancement of peer pressure towards 
safety a 
i Short incubation periods for incentives = = 
8. Continued accumulation of safety credits = = 
9. Simplicity of rules and fee structure + - 
10. Low cost of administration = + 
11. Handling the underreporting problem = + 
12. Research and development effort = + 
1) - means weaker; + means stronger; = means no difference 


In Section 4, various possible sources for incentives 
have been mentioned. Although in the absence of govern- 
ment-run automobile insurance, several such possibilities 
exist, their scope in terms of the size of the utility gap 
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is much smaller than is true for automobile insurance. 
This is simply due to the fact that automobile insurance 
fees are much larger than the annual cost of a driver's 
licence or a vehicle permit, and thus offer much more room 
for differential (dis)incentives extended to accident-free 
as compared to accident-involved drivers. 


Consequently, insurance fee discounts and surcharges 
are the best available source for incentives and disincen- 
Gives. 


2.2 Managerial Vigour and Commitment 


It has been emphasized repeatedly in the available 
literature that the effectiveness of incentive programmes 
aimed at accident reduction depends on the degree of mana- 
gerial commitment to this cause, 1972 Thus, drivers 
should not only be informed of the incentive programme in 
existence, but they should also frequently be reminded of 
it in novel and attention-catching ways. It is obvious as 
well that the effort of any agency — be it private or pub- 
lic — towards accident prevention depends on its commit- 
ment to the goal of per capita accident reduction. The 
likely prospect for managerial vigour towards accident 
reduction in private insurance industry and in government 
will be discussed in the two Subsections 5.2.1 and 5.2.2 
below. 


5.2.1 Commitment to Safety Promotion In Private 


Automobile Insurance Industry 


Private insurance is naturally not in the business of 
accident prevention, but in enhancing the difference be- 
tween the total amount of fees received on one hand and 
expenditures due to claim costs, claim adjustment costs 
and administration on the other. The larger this differ- 
ence is, the greater the opportunity for making a profit. 


A sudden drop in the accident rate (for instance, as 
the result of incentive programmes) would of course be 
welcome to the private insurance industry: relative to the 
fees already received, the cost of claims and claim ad- 
justment would show a marked drop, and absolute profit 
would be greater. 
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It should be noted, however, that this welcome will by 
necessity be short-lived. This is because the amount of 
money people are willing to pay out in insurance depends 
upon the amount of risk they perceive. This, in turn, us 
timately depends upon the risk there actually is. 


While, as individual persons or as corporate citizens, 
people in the private insurance industry may have a gen- 
uine interest in promoting safety, one cannot expect a 
business to act against its direct commercial interests. 


5.2.2 Commitment to Road Safety Promotion In 
Government Agencies 


However, it is no less relevant to note that the ab- 
sence of a strong concern for reducing the accident rate 
may also be reflected by many of the countermeasures taken. 
by those governments that have no direct financial or po- 
litical stake in actual accident reduction. This is be- 
cause politicians may be tempted, for public relations 
reasons, to take measures whose main or exclusive merit 
consists in showing the electorate fee something is being 
done about the _ safety problem. * Surely, democracy 
demands that safety is seen to be promoted, but whether it 
actually is promoted is another matter. 


When recent history of road safety management in var- 
ious countries or smaller jurisdictions is compared with 
other government concerns such as health care, it will 
unfortunately be seen that many governments have failed to 
develop coherent and vigorous strategies for traffic acci- 
dent prevention. In part, this may well be due to the fact 
that responsibility for safety is usually divided across 
various ministries (such as for health, education, jus- 
tice, transportation and internal affairs), while the very 
division of responsibility may reflect lack of governmen- 
tal concern for the issue. 


At any rate, this responsibility, like the 'proverbial 
buck', is often passed from one party to another and no 
concerted action emerges. For the sake of briefness, let 
one documented instance suffice to illustrate the point. 
An inter-ministerial road safety committee encompassing 
seven ministeries in the Netherlands (with a population 
exceeding half of Canada's), each ministry having a share 
in the responsibility for road safety, took no less than 
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four years after its establishment by parliamentary deci- 
Sion to confer around the same table and to discuss and 
integrate the respective policies. ‘ 


In this context it should be noted too that the gen- 
eral public's pressure towards greater safety is also gen- 
erally wanting. Apart from occasional outcries vociferated 
by some citizens! groups in some jurisdictions against the 
ubiquitous presence of the automobile, against the safety 
threat posed by heavy trucks or by young or drunk drivers, 
there seems to be no strong and persistent demand for 
greater safety throughout the general population. 


In fact, if it existed, people would not wait for 
government action, but simply resort to their own capa- 
bilities to reduce the accident rate by voluntarily chang- 
ing their amount and manner of road use. In other words, 
people in any jurisdiction have the accident rate they are 
collectively willing to accept in return for the amount 
and manner of mobility they enjoy. Unless the desire for 
safety is somehow stimulated, people will exert only lit- 
tle pressure on their government to reduce the accident 
rate, and, in turn, the government is not likely to de- 
velop the political will that is necessary to take more 
substantial, than merely symbolic, measures towards acci- 
dent reduction. It would seem fair to conclude that there 
is little ongoing governmental, corporate or public 
interest in reducing the traffic accident rate. 


5o0,",- inorder to» break ‘this’ "“viciouss circle! ?—vicious 
from the safety promotion point of view - between people's 
complacency and lack of political will on the part of 
their elected representatives to reduce the accident rate, 
what can a government do? 


Suppose we are dealing with a government that is fully 
aware of the tremendous costs (see Section 1) of traffic 
accidents to its jurisdiction. Suppose too that we are 
dealing with a government that wishes to play a leadership 
role in reducing the traffic accident rate, rather than 
remaining a mere follower of existing public attitudes and 
conduct. Suppose finally that this government would like 
to be a shining light, an exemplar, to governments of 
other jurisdictions, and to project its influence into the 
future (as earlier governments have achieved by many forms 
of social legislation). 
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In that case, the answer to what a government could do 
in order to reduce the traffic accident rate is very sim- 
ple indeed: (a) assume public responsibility for automo- 
bile insurance, and (b) impose insurance fees according to 
each individual driver's past accident record. In doing 
sO, a government would be able to achieve two things: it 
would "pull itself up by its own bootstraps" in becoming 
more concerned about safety promotion than before, and it 
would enhance the general public's desire for safety and 
thus strengthen public support for the governmental ef- 
FOGG, 


In addition, there is reason for expecting that the 
government's commitment to road safety promotion will in- 
crease with time if it were to assume responsibility for 
accident insurance. When claim costs rise from year to 
year as a consequence of continued inflation, there would. 
seem to be three options for a government to cope with 
this: (a) impose higher insurance fees upon the elector- 
ate, (b) absorb the increased costs through other (tax) 
revenues, or (c) attempt to reduce the accident rate. As 
the first two alternatives are unlikely to be attractive 
to a government that wishes to stay in power, it will 
likely become more inclined to develop a stronger thrust 
in the pursuit of accident reduction. 


To sum_up so far what has been pointed out in this 
section: among the various possibilities, insurance pre- 
miums appear to be the most productive source for effec- 
tive incentive programmes for safety, and the institution 
of government-run insurance for automobile accidents holds 
the promise of a much more determined management of traf- 
fic safety than can be expected under private insurance 
conditions. 


The likelihood of fulfilment of the other conditions 
for effective incentive programming does of course depend 
on managerial commitment and the two conditions already 
dealt with would seem to have an overwhelming impact as 
compared with the others. Consequently, we can be brief in 
describing the comparative opportunities for the design of 
incentive schemes under private and public insurance con- 
ditions against the remaining criteria. 
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5.3 Perceived Equity of Incentives 


Here again we see a point in favour of government-run 
insurance, because the democratic process, in the case of 
public dissatisfaction, provides for swifter and more ef- 
fective influence upon members of government and/or par- 
liament than on the practices of private businesses. 


5.4 Consultation With the Driving Public 


Once again, this criterion for effective safety pro- 
grammes of the incentive/disincentive variety would seem 
to be best met if automobile insurance were to be placed 
under public control. This is because politicians and the 
civil service are more likely to pay attention to the will 
of the electorate. 


5.5 Perceived Attainability of Bonuses 


This of course depends on the precise ramifications of 
any incentive scheme, and in principle there would seem to 
be no reason to assume that private schemes would satisfy 
this criterion any more or less than public ones. 


5.6 Enhancement of Peer Pressure Towards Safe Conduct 


The effect of peer pressure or social pressure towards 
any individual's cautious behaviour on the roads depends 
among other things upon the number of peers or other peo- 
ple exerting the pressure. Maximum peer pressure 
would be more likely to occur under conditions of public 
automobile insurance, because the same rules would apply 
to each individual driver. In the case of private insur- 
ance, it could maximize too on condition that all private 
insurance companies operating in Ontario acted in concert» 
However, as there are as many as 79 such companies, 
the likelihood of a fully concerted policy system is not 
all that great. Moreover, the more the private insurance 
companies would act in similar fashion, the more the com- 
petitive edge between individual companies would be pro- 
gressively eliminated, and thus ultimately the very raison 
d'étre of private insurance would disappear. 
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5.7 Short Incubation Periods For Incentives to 
Materialize 


The general principle that applies here is: the 
shorter the incubation period, the greater the to-be- 
expected reduction in the accident rate. However, short 
incubation periods demand that drivers be frequently in- 
formed of the subsequent discount/surcharge status. This 
engenders administrative costs due to verification of 
record accuracy and recency, as well as the preparation 
and mailing of letters. Periods shorter than six months 
or even one year may, therefore, not be realistically 
attainable. 


To provide for immediate feedback to drivers who are 
at fault in an accident, it is necessary that they be in- 
formed of the surcharge implications for their next insur-— 
ance period as soon as is administratively possible after 
the occurrence of the accident. 


Apart from the issue of managerial commitment dis- 
cussed in Section 5.2, we see no reason for assuming that 
private and public insurance would differ in their ability 
to meet this requirement. 


5.8 Opportunity For Continued Accumulation of 


Safety Credits 


According to a 1982 paper on incentive schemes for 
accident-free driving, it would seem that the manner in 
which premiums are reduced for consecutive years of acci- 
dent-free driving is not optimal from the point of view of 
effective behaviour shaping. In Ontario, for instance, 
the discounts in insurance fees do not become progressive- 
ly greater with the continued accumulation of an acci- 
dent-free record spanning more and more years. Absolute 
fee reductions actually diminish with the progression of 
time. This is in conflict with the theories of human 
motivation that state that reward increments are necessary 
for maintaining effort towards performance goals of in- 
creasing difficulty.” it Moreover tar itn leas! siieac— 
diction such as Ontario, additional discounts are not 
extended beyond five years of accident-free driving. If a 
driver is at fault after this period has lapsed, a 'for- 
giveness clause' is in effect, which may save the driver 
from an increase in his/her insurance fee if he or she has 
an accident. ?” Approximately 49% of licensed drivers 
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have no accident in a 5-year period. The implication is 
that the potential for behaviour shaping through insurance 
fees is not being used in about one-half of the entire 
driver population and is poorly used in the other 
half.°4 


This situation can, of course, be remedied, °- 
Again, with the caveat regarding managerial commitment, we 
see no reason why private and public insurance would dif- 
fer in their capability to bring this remedy about. 


5.9 Simplicity of Rules and of Fee Structure 


Here we meet with a requirement for effective incen- 
tive programming where private industry may possibly do 
better than government. This is because government regula- 
tions — reflecting the complexity of society, legal tech- 
nicalities and various demands for equity — have a tend- 
ency to become progressively encumbered by so many 
clauses, exceptions and special considerations, that the 
regulations often reach a level of complexity that is well 
beyond the rapid understanding of the average citizen (in- 
cluding the present author when attempting to complete the 
income tax forms). 


5.10 Ease and Low Cost of Administration 


The province already has various administrative sys- 
tems regarding driver's licence holders in place: driver 
licensing, vehicle registration, the demerit point system 
and the OHIP and related health delivery files. 


Delegating the bookkeeping for automobile insurance 
and an incentive system to public authority would likely 
be much less costly than the sum total of administration 
costs carried by as many as 79 different companies pres- 
ently in the business of private automobile insurance in 
Ontario. 


Consequently, less of the total insurance cash flow 
would have to be spent on clerical effort and correspond- 
ingly, more would be available for effective safety pro- 
gramming. 
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5.11 Handling the Under-Reporting Problem 


In order to make accident statistics reliable, it is 
not sufficient to rely on police or insurance records; 
hospital records have to be included in the data gathering 
process as well. The fact that these records already 
exist, and that they are part of government documentation 
in the form of OHIP health care delivery, is a point in 
favour of integrated government control over road safety 
management. 


5.12 Meeting the Needs for Research and Development 


In Section 2 it was shown that programmes, which pro- 
vide incentives for accident-free driving and disincen- 
tives toward incurring an accident in which the driver is 
judged to be at fault, are capable of producing substan-. 
tial reductions in the accident rate. 


Nevertheless, with respect to the practical introduc- 
tion of any such programme in a particular jurisdiction, 
several practical questions remain. To name just a 
few: what are the comparative merits of allowing an ac- 
cident-free driver to pay a reduced fee versus sending him 
or her a rebate at the end of the insurance period? What 
incentives and disincentives are viewed as equitable by 
the driving public? What extended bonuses are viewed as 
realistically attainable and what penalties are, indeed, 
possible to avoid? What incentive scheme is most likely 
to enhance peer pressure towards safe conduct in traffic? 
What is the optimal fee structure from the point of view 
of maximizing driver safety motivation in the short and 
long term, while actuarial considerations of accident 
probabilities are taken into account? What format of 
operational rules for incentives/disincentives is simple 
enough to be readily understood by those to whom it is 
addressed? How do drivers in fact alter their behaviour 
in response to an incentive system coming into effect? 
What are the implications for mobility and transport 
economics? Is the danger of under-reporting of minor 
accidents indeed the only discernable negative side-effect 
of incentive programmes? 


It is obvious that the careful introduction and the 
evaluation of the effectiveness of incentive programmes 
requires the support of a considerable research and devel- 
opment effort. Thus, the question arises, under what 
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conditions of automobile insurance, private or public, do 
we have reason to believe that this research will indeed 
be carried out? 


When past performance is taken as a basis for predict- 
ing future performance, there is little reason for confi- 
dence that the research will indeed be undertaken 1 ieaito= 
mobile insurance remained in private hands. 2 The con- 
siderations discussed in Sections 5.2.1 and 5.2.2 make it 
rather unlikely that in such circumstances the research 
will be conducted either by the private insurance indus- 
try, or indeed even by government. However, the viability 
of this research would be greatly enhanced if automobile 
insurance were to be placed under government responsi- 
bility, because the research would then be viewed as 
necessary towards the goal of maximally efficient accident 
reduction, a goal in which the government would then have 
a vital interest. As noted earlier in this report, the 
private automobile insurance industry cannot be expected 
to be interested in pursuing the goal of accident reduc- 
tion with vigour and persistence. 


6. CONCLUSIONS 


In agreement with our mandate, >/ the “focuswof this 
report has been on traffic accident reduction. It has been 
discussed, first, what kind of accident countermeasures 
promise the greatest benefit for safety. These turn out to 
be those countermeasures that are successful in stimu- 
lating the driving public's desire for safety, and incen- 
tives for accident-free driving were found to be the most 
helpful toward this purpose. 


Next, the required features of a maximally effective 
incentive plan have been identified and, using these as a 
frame of reference, we have attempted to evaluate the com- 
parative opportunities for successful incentive program- 
ming under conditions of private and public automobile in- 
surance. The results of this review are summarized in 
Table 1. 


With respect to most criteria, the opportunities for 
effective safety programming would seem to be greater un- 
der public than private control over automobile insurance. 
These include the two criteria that carry the heaviest 
weight in this comparison: (a) widening 'the utility gap' 
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between a driver's benefit resulting from not having an 
accident and the disadvantage of having one, and (b) the 
strength of managerial commitment to safety promotion. 


The other prerequisites which seem to have a better 
chance of being fulfilled when automobile insurance is 
managed by the public sector are: (c) the equity of the 
incentive system according to public opinion, (d) the 
necessary consultation between insurers and insurees on 
the particular operational rules of the incentive pro- 
gramme, (e) the enhancement of peer pressure towards safe 
conducts (fy Lowmcost ¢ of, administration, iGo meadequatka 
handling of the accident under-reporting problem, and (h) 
discharging the responsibility for an appropriate re- 
search, development and programme-evaluation effort. 


With respect to three yardstick for effective pro-. 
gramming, we found no major differences in the prospective 
adequacy between private and public insurance. These are 
the needs to ensure (i) that the bonuses for safety are 
indeed being perceived as attainable, (j) that their incu- 
bation periods are relatively short, and (k) that drivers' 
entitlement to progressively greater insurance discounts 
in return for accident-free driving continues to grow over 
the span of many years. 


It has been pointed out, however, that the equality of 
private and public insurance in meeting these particular 
requirements largely depends on the managerial effort of 
the private insurance industry towards the design, imple- 
mentation and continued maintenance of effective incentive 
programmes. It has been pointed out, too, that a firm 
commitment of this industry to such an effort may be 
called into question, because safety promotion is not in 
the interest of private insurance and no business can be 
expected to act against its direct commercial concerns. 


Finally, against one of the twelve identified yard- 
sticks of successful incentive programming, privately-run 
insurance may be more satisfactory than may be expected to 
be true for insurance managed by the public sector, es- 
pecially in the long run. This regards the requirement 
that the rules of any discount/surcharge system should be 
sufficiently simple to allow comprehensive as well as com- 
prehensible communication to the driving public. 
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It would seem clear then that the documented evidence, 


the inferences following from it, and various other speci- 
fied considerations must lead to the conclusion that the 
traffic safety interests of the jurisdiction of Ontario 
are likely to be better served if automobile insurance 
were to be placed under public control. 


We have seen that it can make a great deal of differ- 
ence to road safety, depending on whether automobile in- 
surance is run in the private or in the public sector. 
So, what options for government action regarding the pre- 
sent issue of who should be in control of automobile in- 
surance are open? 


The first possibility is to "leave things as they 
are", but to do this implies that road safety authorities 
would miss out on a rare and major opportunity for re- 
ducing the road accident problem, as I hope to have con- 
vincingly demonstrated in this report. 


The second possible course of action for government is 
to place automobile insurance under public sector manage- 
ment. In that case, the above-mentioned opportunity will 
not be missed, but will it be exploited to its full poten- 
tial? As has been pointed out in this report, government— 
run insurance, although in most, is not superior in all 
respects relative to effective safety programming. Gov- 
ernment insurance - because of the financial interest it 
implies - may be viewed as a necessary condition for vig- 
orous and coherent management of the road safety problem, 
bun is-dit alsovaysutiicient condition? 


A third possibility for government action is to leave 
automobile insurance to private business, while imposing 
either general guidelines or strict regulation on the in- 
dustry with regard to scientifically sensible discounts 
and surcharges as a function of a driver's accident rec- 
ord. This option may be welcomed as a compromise, but it 
may by the same token compromise the purpose of safety 
promotion, because private business cannot be expected to 
wholeheartedly comply with regulations that run counter to 
its commercial interests. 


It should be obvious from the evidence and considera- 
tions presented in this paper that the issue of road safe- 
ty in Ontario (among other deliberations not discussed 
here) does indeed deserve a prominent position in the 
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process of arriving at a judicious choice between private 
and public insurance. 
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NOTES AND REFERENCES 


i, This was calculated from the following information. 
The total amount of property damage in Ontario in 1985 has 
been estimated at CDNS 547,518,951 (Ontario Road Safety 
Annual -Reponty, 1985, "p. «Gj Inathabyyear sthere-werern |, 19 
persons killed in traffic and 109,169 injured and the es- 
timated population was 9,066,000. The average cost of a 
fatality is estimated at CDN$ 260,000 and the average cost 
of--an injury CDN$; 13,000... .Theseycosts are, expressed in 
1985 dollars and are based on information provided by J.J. 
Lawson, Chief, Evaluation & Data Systems, Road Safety Dir- 
ectorate, Transport Canada, Ottawa. 


on That the estimate of CDN$ 131 per head of population 
may well be an underestimate is suggested by a report un- 
der) the: title ‘The (Economiic Cost.to.Sdciety of Motor Veh- 
icle Accidents" (U.S. Department of Transportation, Nat- 
jonal Highway Safety Administration, Report no. DOT HS 806 
342, January 1983). This report considers costs due to 
property damage, lost productivity, medical treatment, 
insurance administration, legal and court operations, 
emergency services, coroner/medical examination and the 
administration of public assistance programmes. For the 
year 1980, the economic loss to society from motor vehicle 
accidents was estimated to have been US$ 57.2 billion. If 
this is divided by 220 million (the population estimate in 
that year), one arrives at an estimate of US$ 260 per head 
of population. In any effort to 'translate' this estimate 
to Ontario in 1985, one should consider the exchange rate, 
the rate of inflation as/ welliras the fact that. this’ Us. 
petimate did Not account ‘tor traffie delay costs (due: to 
accidentsa(opyecit: , (PoybaZl) . 


Sis Statistics Canada. Causes of death, Vital statis- 
iehesy, NGOl ne, =b985.. 


4, A person who dies in an accident at the age of 20 
loses 40 more potential years of life than somebody who is 
accidentally killed at the age of 60. 


ov, Hauser, D.J. "Seat belts: is freedom of choice worth 
800 deaths a year?" Canadian Medical Association Journal 
110. (C1974) ee l4t3-1426. 
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6 See Wells, R. "The lost years on the road." Medical 
Journal of Australia (January 1972): 186-188. 


Ch This accident rate should be clearly distinguished 
from the accident rate using other denominators: per 100 
million kilometres driven, per hour of road use, per total 
number of registered vehicles, per km of public road in 
the jurisdiction or whatever other denominator. This is 
because, depending upon the choice of denominator, differ- 
ent rates show radically different patterns. To illus- 
trate the point: in Ontario the rate of fatal accidents 
per 100 million miles driven dropped from about 8.5 in 
1955 (the first year for which these data are available) 
to about 4.5 in 1972 (the year before the oil embargo and 
the ensuing ‘energy crisis'), while the fatal traffic ac- 
cident rate per 100,000 inhabitants rose from about 20.5 
to about 23 in the same period. Similarly in the U.S., the . 
fatality rate per 100 million vehicle miles dropped from 
about] V3) in‘ 1943"to: about 4. 5*4ins197 2) whan er thei ratesor 
fatal accidents in traffic rose from about 20 per 100,000 
population to about 27. In view of the marked from-year- 
to-year variability in the traffic death rates per capita, 
the above statistics regarding the annual traffic death 
rates per capita were calculated on the basis of the re- 
gression equation relating the traffic death rate to the 
sequence of calendar years. In contrast, *the@-trafiie 
death rate per 100 million miles driven shows a much 
smoother curve (see Wilde, G.J.S. "On the choice of denom- 
inator for the calculation of aceident’ rates. in “4Rusk in 
transport Ved= by-Ss-Yagar?y '=*Waterloo," Ont.5 Wn ot 
Waterloo Press, 1984, pp. 139-154). 


Readers of this report may well be puzzled by the 
factual observation that a reduction in the accident rate 
per km driven over several decades has not been associated 
by a commensurate reduction in the road-user accident rate 
per capita. One possible explanation for this, however, 
is quite simple. Accident countermeasures that are effec- 
tive in reducing the accident rate per km driven are gen- 
erally those that allow drivers to move faster at the same 
accident risk per hour of exposure. As the introduction 
of a more crashworthy car or a more forgiving road does 
not influence the preferred level of risk (see Section 
2.3) per_se, drivers respond by driving faster and more 
kilometres. So, the exposure to accident risk per head of 
population is not diminished by such countermeasures, but 
it can be reduced by interventions that decrease the pre- 
ferred level of risk in the population. 
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8. Other programmes, which take the form of extending a 
bonus for particular safe behaviours, such as wearing a 
seat belt, have generally produced substantial increases 
in the frequency of such behaviours, as may be concluded 
from the literature references listed below. 


Ca eadCope:,. J.G.eaosmath, tGeA. gandGrossnickle;aW.F. 
"The effect of variable-rate cash incentives on safety 
belt use." Journal of Safety Research 17 (1986): 95-99. 


(b) Geller, E.S. Motivating safety belt use with in- 
centives: A critical review of the past and a look to 


the future. — Warrendale, Pennsylvania: Society for Auto- 
motive Engineers, 1984. — (SAE technical paper series; no. 
840326). 


fCHmGelleL ho ne bavis, po.swand lOplCeh mks Andis bY, 
based incentives for promoting seat belt usage: Differen- 
tial impact on white collar vs. blue collar employees." 


Journal of Organizational Behavior Management 5, (1983): 
AS 


(dasGellernsat<5is..and HahnasheA. “Promoting :\safety 
belt use at industrial sites: An effective program for 


blue collar employees." Journal of Professional Psy- 
chology: Research and Practice 15 (1984): 553-564. 


(e) Horne, T.D., and Terry, T. Seat belt sweepstakes 
— An incentive program. — Warrendale, Pennsylvania: So- 
ciety of Automotive Engineers, 1983. -— (SAE Technical 
paper series; no. 830474). 


(f) Rudd, J.R., and Geller. EuS. GA university-based 
incentive program to increase safety belt use: Toward 
cost-effective institutionalization." Journal of Applied 
Behavior Analysis 18 (1985): 215-226. 


(g) Spoonhour, K.A. "Company snap-it-up campaign 
achieves 90 percent belt use." Traffic Safety 81 (1981): 
wet, Siazs2: 


(h) Geller, E.S. et al. A Commitment/Incentive Pro- 
gram to Increase Safety Belt Use on a University Campus. — 
Washington, D.C.: U.S. Dept. of Transportation, National 
Highway Traffic Safety Administration, March 1987, — 
(Report no. DOT HS 807 110). 
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(ie. Gellere tok. Si euaeal. Long-Term Effects of 


Employer-Based Programs to Motivate Safety Belt Use. — 
Washington, D.C.: U.S. Dept. of Transportation, National 


Highway Traffic Safety Administration, Feb. 198/. — 
(Report no.,, DOD HSeS07slin)” 


oy Although 'incentive' and 'disincentive' may be viewed 
as each other's mirror image, we do not wish to imply that 
they are equivalent in their accident-reducing effect. On 
the contrary, there is evidence in numerous sources to 
indicate that ‘positive reinforcement' for desirable acts 
generally has a stronger and longer lasting modifying ef- 
fect upon behaviour and is true for 'negative reinforce- 
ment' of undesirable acts. (See Note 33 for a review). 
In plain English: honey catches more flies than vinegar, 
and the carrot is more powerful than the stick. 


10. Barmack, J.E., and Payne, P.E. "The Lackland accident 
countermeasure experiment." Highway Research Board Pro- 
ceedings 40 (1961): 513-522. 


11. Robertson, L.S. "Crash involvement of teenaged dri- 
vers when driver education is eliminated from high 
school."" American Journal of Public Health 70 (1980): 
599-603. 


12. «This means that, for each [6— and. 17-year-old. reci- 
dent, the amount of time was determined in which he/she 
was in the possession of a driver's licence during his/her 
16th and 17th year. The sum total of this time aggregated 
across all 16- and 17-year-olds gives the 'licensed 
years’. 


13.) Harano, R., and Hubert, DsE. Anvevaluation ‘of.Cali= 


fornia's 'Good Driver' incentive program. Sacramento: 
California Dept. of Motor Vehicles, 1974. — (Report no. 6) 


lé@ © The,,°25!) years: of agesor less, . This. may“be\due to 
younger people — because of their lesser income — placing 
a higher value on the bonus and/or younger people being 
"less set in their ways" and thus having less difficulty 
in altering their driving habits. 
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15. This agrees with the general finding that under the 
prevailing contingency ("fixed interval reinforcement 
schedule"), response patterns are often weak and uneven in 
the early parts of the interval, but become vigorous to- 
wards the end (see Luthans, F., and Kreitner, R. Organiza- 
fiona lheBehavior, Modification... — Glenview, J1l.: Scott, 
Poresmany wi1974),. Thesispractical’ implication isi.that, in 
order to enhance performance, intervals should be short. 


16. It should be noted that a parallel experiment, using 
unexpected and unconditional rewards instead of incentives 
(which by definition are announced in advance and condi- 
tional) led to increases in the accident rate of the dri- 
vers who received these unexpected rewards. The marked 
difference in results highlights the important distinction 
between 'reward' and '‘incentive' programmes and shows that 
the latter should be prepared with great care. 


17. Tschernitschek, E. "Verkehrssicherheitsprogramm eines 
Vertriebsunternehmens." Berufsgenossenschaft. (February 
1978). Additional. ‘reports..on.this 'Kraft-Fahr-Sicher- 
heitsprogramm 1957-1982" were received from Dr. J. La- 
budde, Eschborn, West Germany, via Prof. Praxenthaler 
(Cologne) and Dr. K. Reiter (Essen). 


18. Unfortunately, we are not dealing with a well-con- 
trolled experiment. The safety programme contained edu- 
cational components in addition to the incentive. No con- 
trol data from other companies without an incentive system 
are provided. However, the sheer size and the temporal 
pattern of the observed accident reduction leads one to 
believe that the incentives must have been the dominant 
effective factor. 


£3 Cohers) AS? eSmith aM siehiiand Angenjy Wek.) \Self-pros 
tective measures against workplace hazards." Journal of 
Safety Research 11 (1979): 121-131. 


20. Crapnell, S.G. "For prize-winning programs, try 
awards and incentives." Occupational Hazards 44 (1981): 
35-40. 


2. Czernek, As ;.,and.Clack,,.G. "Incentives, for safety: 
how prizes for avoiding accidents foster safety aware- 


ness." Job Safety and Health 1 (97 3).2 died hs 
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22.  Lancianese, F.W. "Small plant's safety success for- 


mula." Occupational Hazards 43 (1981): 45-48, 


23. Palisano, P. "Awards and incentives heighten workers' 
safety awareness." Occupational Hazards 43 (1981): 35-40. 


24. Bartels, K. Uber die Wirksamkeit von Arbeitssi- 
cherheits-pramien. — Dortmund, W. Germany, 1976. This is 
unquestionably one of the best available documents on the 
use and effect of incentive for safety in occupational 
settings. 


25. Karasina, N.I. Psychological and material incentives 
for the improvement of workplace conditions. — Moscow: 


Scientific Research Institute for Occupational Safety, 
Loar: (In Russian). The open-minded reader of this 
monograph will notice that, despite the 'heavy-duty' (duty - 
indeed!) ideological comments by the author, occupational 
safety problems and their effective treatment by means of 
incentives are not unique to jurisdictions characterized 
by free enterprise. 


26. This means that a company can make money on its safe- 
ty incentive programme! The cost of investment in safety 
improvement (i.e., payment of the bonuses) is in fact more 
than offset by reductions in the cost of insurance fees. 
This means that insurance organizations experience a cut 
in fee revenue. In other words, the added safety is 
achieved at the expense of fee income received by the in- 
surance organizations. See Section 5.2.1. 


2/7. The interested reader may well be surprised that the 
relatively modest bonuses for safe conduct on the road as 
well as in industry are apparently capable of producing 
major reductions in the accident rate. This is possibly 
due to the intrinsically interesting challenge posed by 
incentive schemes ("Can I achieve the safety criterion or 
not?"), plus the social recognition that comes with at- 
taining the objective. Human conduct is replete with ex- 
amples showing that behaviours that lead to or reflect 
economic success rapidly become the norm as to what is the 
proper thing to do. At any rate, the observation that 
minor benefits to safe conduct reduce the accident rate to 
a major extent is in general agreement with an observation 
made by Starr (Starr, C. "Social benefit versus technolog- 
Lea Aneto. What is our society willing to pay for 
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safety?", Science, 165 (1969): 1232-1238). That author 
found evidence that in an unsafe activity (i.e., various 
kinds of mining) the accident rate (injuries per man-hour) 
was exponentially related to hourly wages: accidents rose 
with the third power of the financial benefit. Thus, aug- 
menting the benefit accruing from safe behaviour by a 
small amount should reduce the accident rate by a compar- 
atively large amount. 


28. In passing, it may be noticed that the subjectively 
perceived cost of an accident may be different under 
imauMroaver susie noettaul bistinsuraneesi: lfmno-fault (insur- 
ance is interpreted by drivers as 'no blame' or in any 
other way reduces the expected seriousness of accident 
consequences, then an increase in the accident rate must 
be anticipated from a change-over from 'fault' to 'no- 
fault' insurance. This view is apparently not shared by 
O'Connell who wrote: "Nor need we fear that an increase 
in’ victims '>*faulty “conduct will result’ from*paying faulty 
and’ faultless: aceident’victims alikey! “Cin O'Connell; J. 
"Tort versus no-fault: Compensation and injury preven- 
tion." Accident Analysis and Prevention 19 (1987): p. 
70). However, close reading of this paper reveals that 
Of Connell” himself’ as not positively ‘confident of that 
statement and that he favours no-fault insurance primarily 
for reasons other than safety considerations. Moreover, 
O'Connell's statement appears to be contradicted by the 
increase in accidents that followed the introduction of 
no-fault insurance for corporal damages (injuries and 
fatalities) in the Province of Quebec in March 1978, but 
it should be noted that the new law encompassed other ele- 
ments as well. At any rate, it has been calculated that 
accidents with property damage only increased by 11%, 
those with personal injury by 26.3% and fatalities by 
6.8%. It is of interest too that the author noted that 
while the "centralized compensation system [..... ] gener- 
ally increased greatly the speed, frequency, and size of 
compensations", it also probably led to a condition "that 
would lower the incentive to drive safely", and that "low- 
ered the average quality and motivation to safety of the 
stock of drivers because of the sudden subsidy given to 
relatively risky drivers and the suppression of the notion 
of fault for all drivers". (See Gaudry, M. Measuring the 
Effects of the 1978 Quebec Automobile Insurance Act with 
the DRAG model. — Quebec: Centre de Recherche sur les 
Transports, Université de Montréal, 1986, p. 9). 
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29. Theoretical and empirical reasons for this statement 
are explained more fully in the following publications by 
the present author: 


(a) "Social interaction patterns in driver behavior: 
An introductory review." Human Factors 18 (1976): 477- 
492, 


(b) "The theory of risk homeostasis: Implications for 
safety ‘and health." .RiskwAnalysis: 2901982) : 209-225; 


(c) "Critical issues in risk homeostasis theory: A 
reply “i” Risk “Anal ysis) 29:G1982)iw 1249-25 8: 


(d) "Beyond the concept of risk homeostasis: Sug- 
gestions for research and application towards the pre- 
vention of accidents and lifestyle-related diseases." 


Accident Analysis and Prevention 18 (1986): 377-401. 


(e) "Risk homeostasis theory and traffic accidents: 
Propositions, deductions and discussion of recent commen- 
taries." Ergonomics (1987) (in press). 


30. The terms 'causing an accident' and 'not causing an 
accident' are meant here to be equivalent to being held 
legally responsible (wholly or in part) for an accident. 
In principle, incentive and disincentive programmes should 
also be capable of reducing the rate of non-culpable acci- 
dents, because by adopting a 'defensive' driving style 
drivers have the ability to reduce the likelihood of acci- 
dents in which they would not be at fault. For instance, 
it has been observed that drivers who have been drinking 
are not only more likely to get involved in culpable acci- 
dents than sober drivers, but they also incur more acci- 
dents in which they are not at fault [see e.g., Perrine, 
MuWasiaWaller ppdcAnscand)HatriseukesS o)-Aleohol«and Highway 
Safety: Behavioural and Medical Aspects. — Springfield, 
Virginia: National Technical Information Service, 1971. —- 
(National Highway Traffic Safety Administration, Technical 
report no., DOT-HS-800-599)]. 


Although drivers can reduce the likelihood of getting 
involved in accidents in which they would not be deemed to 
be at fault, it would problably run counter to public con- 
cepts of equity if these drivers were to receive a penalty 
for such accidents. The same holds for withholding the 
reward for safe driving from those drivers who did have an 
accident, but in which they were not deemed to be at 
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fault. It is, therefore, reasonable to assume that bonuses 
and penalties will apply according to the table below. 


Accident: Accident: No 
at Laat nowrac fault Accident 


Reward applies (a) no (b) yes (c) yes 


Penalty applies (d) yes (e) no (i-4ne 


31. An effort to incorporate a programme component aimed 
at strong enhancement of peer pressure toward traffic 
safety, especially among young drivers, was made some time 
ago in an experimental incentive programme designed to be 
carried out in Saskatchewan (but that has not been imple- 
mented as yet). All holders of a driver's licence in sepa- 
rate age groups (e.g., the 16- and 1/7-year-olds, the 18- 
and 19-year-olds) residing in selected communities in the 
province would be informed that the Saskatchewan govern- 
ment insurance expects to pay out, for instance, $3 mil- 
lion in claims to individuals in the given age group in 
that community in the course of the subsequent year. To 
this information it would be added that "any cent you can 
save will be divided among those of you who have no acci- 
dents in which you are responsible." 


Thus, we are dealing here with a program in which the 
accident-free individual receives the bonus, but it may be 
anticipated that peer pressure towards safety will be ac- 
centuated. This is because the size of the bonus would not 
only depend upon one's own performance, but also upon the 
performance of one's age group as a whole. So, individual 
drivers would be made more interested not only in his or 
her own safety, but also be more concerned that their 
peers have no accident. This amounts to adding a material 
incentive to the cultural behest that people "behave as 
their brother's or sister's keeper." 


Note that this programme is essentially free of fi- 
nancial risk to the insurer (i.e., Saskatchewan Government 
Insurance and Highway Traffic Board. A Strategic plan for 
research into young driver loss reductions. ~— Regina, 
February 1982), because no money would be paid out in 
bonuses in addition to what would be saved through fewer 
claims. (Saskatchewan Government Insurance and Highway 
Traffic Board. A strategic plan for research into young 
driver loss reductions. Regina, February 1982). 
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32. It would seem that delayed rewards/penalties are dis- 
counted, and thus less effective in shaping behaviour than 
more immediate consequences. It may be recalled that in 
the cited California experiment (Note 13) those drivers 
whose licences were coming up for renewal within one year 
after being informed of the existence of the incentive 
showed a greater reduction in accident rate than was true 
for people for whom licence renewal did not become rele- 
vant until two or three years later. 


Oak Murdoch, P.A., and Wilde, G.J.S. Reward and punish 
ment in driver control. — Toronto: Research and Develop- 
ment Division, Ministry of Transportation and Communi- 
cations, 1980. 


34, Wilde, G.J.S., and Murdoch, P.A. "Incentive systems ~ 
for accident-free and violation-free driving in the gen- 
eral population." Ergonomics 25 (1982): 879-890. 


35. For illustrative purposes, the reader is referred to 
Exhibit A. It contains an easily understandable display 
of rules (although these rules may not be optimal against 
other criteria; see e.g., Section 5.8 and the other re- 
quirements mentioned in Section 5). This discount/sur- 
charge system is currently in use in West Germany. The 
'basic fee' is represented as 100% and the surcharges and 
discounts are charted as a function of the number of acci- 
dents incurred in any given year (on the left) and of the 
number of accident-free years (on the right). Beginner 
drivers enter at "Level zero" and pay 175% of the base 
fee; after one-half year of accident-free driving, their 
fee is adjusted downward to "Level 1/2", i.e., 125%, etce- 
tera; 


In the second part of Exhibit A, the consequences of 
making one or two claims in a given year for the insurance 
fee that will apply in the subsequent year are tabulated 
separately for drivers who prior to those claims belonged 
to various specified levels. So, a driver who has one 
claim after 7 years of claim-free driving will in the next 
year have to pay the fee that pertains to Level 3. Note 
that beyond Level 9 no further discounts are granted, but 
that it nevertheless continues to be advantageous for the 
driver to accumulate additional claim-free years. This is 
because a Level 12 driver, for instance, if he or she has 
one claim, moves to Level 8, while a Level 11 driver with 
one claim would move to Level 7. 
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36. Studies have shown that as many as 34% of traffic 
casualties treated in hospitals in the city of Rotterdam, 
the Netherlands, and 75% of child-pedestrian casualties 
taken to hospitals in Copenhagen, Denmark, were not known 
to the police. Unreported injury accidents in traffic 
were proportionally more common in pedestrians, cyclists 
and moped riders than was true for drivers and underre- 
porting was found to be especially frequent for injured 
young pedestrians (Kolkman, H.J. "Strategy and tactics in 
matters of road safety." Paper presented at the confer- 
ence of the International Federation of Pedestrian Asso- 
ciations, Geilo, Norway, June 24-25, 1976). 


37. I.e., to include "the design of an incentive program, 
or programs, workable in a public sector delivery system, 
given that the insurance function remained in the private 
sector’) Tand’ to ‘contrast’ this wrth Pot invtheL alternative, 
the design of an incentive program workable were the gov- 
ernment to take over the delivery of automobile insurance" 
(letter dated 1987.04.08 from Ms Saskia Oltheten, Econo- 
metric Consultant to the "Inquiry Into Motor Vehicle Ac- 
cident Compensation in Ontario" to the present author). 


38. In fact, initial steps towards such a scheme, to be 
conducted under experimental conditions in Ontario, were 
taken in 1980 (see the correspondence between Ms Jan 
Pierce, Ministry of Transportation and Communications, 
Policy Planning and Research Division, Human and Social 
Systems, to the present author, dated 1980.08.11). 


39. Several years ago, cost-benefit estimates for such a 
scheme in Ontario have been calculated. Depending on the 
various estimated average costs of reportable accidents, 
it was estimated that the safety benefits to the juris- 
diction would exceed government's loss in licence-renewal 
fee revenues, if this countermeasure succeeded in reducing 
the accident rate in Ontario by as little as between 1.6 
and 3.2%. (See pp. 76-80 in Note 33). Please observe that 
these necessary percentage reductions in accidents are 
much lower than what was actually achieved in the Cali- 
fornia experiment (see Section 2.1 and Note 13). In other 
words, cost-effectiveness of incentive programmes would 
seem relatively easy to accomplish. So, the reader may 
wonder why is it that the Ontario government has not acted 
accordingly, although it commissioned the report in ques- 
tion? For a possible answer, see Section 5.2.2. 
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40, Problems, relevant to the administration of incentive 
programmes, that arise from misclassification of drivers 
have (been, discussed by Harrington; (D0. “and Ratz My The 
effectiveness of an at-home driver's licensing law test. 
— Sacremento: California Dept. of Motor Vehicles, 1978. 
Report no. 60. (Also see the reference in Note 13). 


41. Ontario Ministry of Health. Annual Report, 1985/86, 
p. 46. Revenue from OHIP premiums amounted to CDNS 
1,621,705,344 and total health care expenditure to CDNS 
OF 265, SO 47.6) 


42. This is another way of saying that the higher the 
accident rate, the greater the insurance industry's oppor- 
tunity for absolute profit. Apart from a sudden and 
short-term drop in accidents, the insurance companies can- 
not rationally be expected to show a positive concern for. 
the reduction of the accident rate. Dr. Patricia Waller 
(of the University of North Carolina Highway Safety 


Research Center) commented on "[....] incentives for in- 
surance companies to offer incentives" at a recent highway 
safety conference in the U.S. She said: "The Insurance 


Institute for Highway Safety is a very notable exception, 
but on the whole, I haven't found the insurance industry 
terribly eager to do things in this area. I have heard it 
said, and I'm sure there are people here who know whether 
this is true and could clarify it, that insurance com- 
panies to a large extent make their income on cash flow, 
in which case it may not necessarily be in their best in- 
terest to reduce all these costs.[....] I haven't found 
the kind of response that I expected, and I have also 
heard that they may not be motivated to do anything to 
reduce costs". (in Human Behavior and Traffic Safety /ed. 
by L. Evans and R.C. Schwing. — New York: Plenum Press, 
1935 56 PeS80). 


In this context, it is noteworthy too that — despite 
the common practice of allowing drivers premium discounts 
following specified periods of claim-free driving — to the 
best of our knowledge no published reports exist on ex- 
periments examining the safety consequences of insurance 
fee manipulation conducted by private insurers. This may 
be viewed as another symptom of their lack of concern for 
safety promotion. In passing we may note that the same 
lack of concern seems to hold for the automobile manufac- 
turing/repair industry: the larger the number of cars 
'totalled' in accidents or in need of new parts because of 
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less serious accidents, the greater the opportunity for 
profit and employment in that industry. "Thus, below the 


shiny surface of safety and safety promotion - like 
‘motherhood and applepie' superficially acclaimed by 
everyone - lurk the rocks of conflict and opposing inter- 


ests" (Post-diploma Programmes in Occupational Safety and 
Occupational Hygiene Using Distance Education, Ergonomics 
course; Section 6;) Subtopic 3.2, ‘Humber»College,; Toronto; 
Ontario, - 198794 


43. See Haight, F.A. "Road safety: A perspective and a 
new strategy." Journal of Safety Research 16 (1985): 91- 
98 and Wilde, G.J.S. "Gestion et stratégie de la sécurité 
routiere: ld point de vue d'un chercheur." Proceedings, 


Symposium sur la gestion dela securite ‘routiere’ au Qué- 


bec, Montréal, Québec, janvier 1980. 


44, Netherlands Parliamentary Proceedings. Debates 13- 
195. February -1979;iSessions 2978-1979 pp.’ 3371-3381,. The 
Hague (in Dutch). However, if not satisfied by one exam- 
ple, the reader may be referred to more of these in Plow- 
sens -w Ine Motor Gar and™@Politres.”— London, UlKi sr The 


Bodley Head, 1971. 


45. Although the perceived equity of such incentives 
would depend on their particulars, there is reason to be- 
lieve that in principle they will be met by a very fa- 
vourable response from the driving public. A sample of 613 
holders of drivers' licences in Kingston and Ottawa, On- 
tario, were asked in February 1975 to mark their reaction 
to a wide variety of potential safety measures. One of 
these was the following proposition: "Establish a system 
of incentives and rewards for accident-free and violation- 
free driving (for instance free licence plate renewal for 
accident-free and violation-free driving in the previous 
year)". The answers were as follows: 


strongly in favour 60% 
mildly in favour 25% 


undecided 6% 
mildly opposed 5% 
strongly opposed AD 


The degree of favourability expressed by individual 
drivers was found to show no significant association with 
annual mileage driven, manufacturing year of the car driv- 
en, driver's gender, age, age at which licence was first 
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obtained, education level, and a questionnaire for the 
assessment of personal concern for road safety. It may 
thus be concluded that public opinion is homogeneous in 
its support for the countermeasure in question. Unfor- 
tunately, no information exists as to why 9% of the re- 
spondents expressed opposition. (See Wilde G.J.S., 


O'Neill, B., and Cannon, D. Driver safety-mindedness and 


opinions of public policies for accident prevention. — 
Kingston, Ontario: Department of Psychology, Queen's 


University, 1975. — Studies of Safety in Transport; and 
Wilde, “Gris d'Agpsychologicalbistudy, Jom drivers)’ sconcern 
for road safety and their opinions of various public pol- 
icy measures against drinking and driving." Proceedings, 
Seventh International Conference on Alcohol, Drugs and 
Trentich Safety) Melbourne, 23-28" Jetuary 7977 2 ppt ea ie— 
424). 


46, The number 79 is arrived at if only those companies 
doing more than CDN$ 1 million of premium writing in On- 
tario are considered. See Canadian Underwriter, Statis- 
ticaliTssue, May’ 1986supp; 34535. 


47, Allport, G.W. "The ego in contemporary psychology." 
Psychological Review 50 (1943): 451-478. 


48, Atkinson, J.W. "Some general implications of concep- 
tual development in the study of achievement-oriented be- 
havior: sl ¢Human, (Motivations wLlincoln:shilniver sa tyetio£ 
Nebraska Press, 1965. 


49, From the point of view of a private insurer, this 
‘forgiveness clause' would seem to make very good sense. 
A driver with no accident in 5 years can be considered to 
be ‘a good risk' and the insurer would not like to lose 
the insurance premium of this customer to the competi- 
Lion. 


Insurance companies often give 'stars' (i.e., dis- 
counts) to beginner drivers if they have taken driver ed- 
ucation prior to acquiring their licence. There is no 
evidence that such education, as we presently know it, 
actually produces drivers with fewer accidents (see Stock, 


J.R. et al. Evaluation of the Safe Performance Secondary 


School Driver Education Curriculum Demonstration Project: 
Final Report. -— Columbus, Ohio: Battell Columbus Labor- 


atories, 1983; Weaver, J.K. et al. Safe Performance Sec- 


ondary School Driver Education Curriculum Demonstration 
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Project. — Springfield, Virginia: National Technical In- 
formation Service, 1981. DOT Report no.: DOT HS 806 192). 
Thus, the justification for the existence of this discount 
must be sought elsewhere (unless it resides in the belief 
that driver education makes for safer drivers). The offer 
of cheaper insurance may increase the inclination to drive 
(or parents' willingness to let their youngsters use the 
family car(s)) and thus potentially enlarges the total 
market of insurees, just as the number of young driver's 
licence holders has enhanced subsidies for driver 
education (see Section 2.1. and Note 11). Both factors 
increase the per capita accident rate. 


50% See Young Drivers' Accidents: In Search of Solu- 
tions/ed. by D.R. Mayhew, H.M. Simpson and A.C. Donelson. 


— Ottawa, Ont.: Traffic Injury Research Foundation of 
Catladas 1965), pp. 82-65. 


Ji,’ Fox, D.K., Hopkins... Belew fandaAnces QW... @athe lone- 
term effects of a token economy on safety performance in 
open pit mining." Journal of Applied Behavior Analysis 20 
(1987): 215-224. The term 'token economy' is psycholog- 
ical jargon for incentive programme. This paper strength- 
ens the main list of earlier experience mentioned in this 
report: (a) despite initial skepticism regarding the 
effectiveness of incentive programmes, (b) actual effec- 
tiveness in reducing the accident rate per employee is 
very high, (c) very favourable benefit/cost ratios, (d) 
imaginative use of incentives that enhance peer (group) 
pressure toward accident-free conduct, (e) the need to 
counteract the inclination to under-report accidents when 
an incentive programme is in force, and (f) the fact that 
the incentives originally had the greatest reducing effect 
upon the more serious accidents and more gradually dimin- 
ished the less serious ones (see the West German experi- 
ment mentioned in Section 2 and Note 17). In the paper by 
Fox, Hopkins et al., there is no indication whatsoever 
that the effectiveness of the incentive programme dimin- 
ished over time. Clearly then, the favourable results 
cannot be attributed to the mere 'novelty' of the inter- 
vention or the so-called ‘Hawthorne effect'. The calcu- 
lated benefit/cost ratios of the programmes varied between 
18 and 28 at one mine, and between 13 and 21 at the 
other. 
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EXHIBIT A: Example of a simple discount/surcharge scheme. 
(See Note 35) 


1. FEE STRUCTURE 


180 
160 
140 
120 


fee 100 


200 200 
{ 
; 100 = base fee 
) 9175 175 -3 = 3 accidents 
-2 = 2 accidents 
O = beginner driver 
0.5 = 1/2 yr. without accident 
125 1 = 1 yr. without accident 
2 = 2 yrs. without accident 
100 etc. 
85 
70 
65 60 





40 40 4O 


setae h!. (0 RO Maen Arey ais We ail UR ovale deme > Se” Pins Was 17) 


driver classification 


2. DRIVER RECLASSIFICATION FOLLOWING CULPABLE ACCIDENTS 


(a) From level: 


13 9 4 
12 8 3 
11 7 3 
10 6 3 

9 4 2 

8 3 Z 

7 3 1 

6 3 1 

5 3 1 

4 2 1 

3 Z 1/2 
Zz - Li 3 
if Lie =i 
Wb ptf =2 

0 etl =Z 
= axf? = 
=% =3 «3 
=3 se =3 


(b) If l.claim,.to level: (c) If 2 claims, to level 
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APPENDIX 1 


LIST OF PERSONS WHO MADE ORAL AND WRITTEN SUBMISSIONS 


LIST OF ORAL SUBMISSIONS 
NAME 


A & A CARTAGE 

“Aldred. Mr. 

ADVOCATES’ SOCIETY 

= IWeCODMS Peter, 

= Rachlin. ied 

AIRPORT TAXICAB ASSOCIATION 
=) | BU tas 2M 

ALLARD, Edward 

ALLSTATE INSURANCE COMPANY 
—- Groot, Steve 

Sakopert Ss), cJ.; 

ALTER, W. 


BAILEY, Dave 
BATCHELOR, Dahn 
BEHAVIOURAL HEALTH INC. 


*§Gorey.. De wiDavienT 

- Staub, Jane (Jane I. Staub & Associates) 
BELL, tRiicC. 

BINKS, Harry 

BLACK, R. 


BONCA, Harry 
BRENNAN, Lloyd 
BROKENSHIRE, John 
(President, Essex County Law Association) 
BUSH, Les 
BUTTS, W. R. 


CANADIAN BAR ASSOCIATION 

- Bates, Timothy 

CANADIAN BAR ASSOCIATION - ONTARIO 
- Thomas, Bruce 

7 Faddier, ti john 

- Wilson, Janet 

CARLTON COUNTY LAW ASSOCIATION 
- Cavanagh, Stephen 

- Parnega, Brian 

CARSON, John K. 

CASKIE, Jim 

CAVILL, David 

CERISANO, Stanley 

CHARTERS, Dalton 

CHORNYJ, Greg 


Toronto 


Toronto 


Toronto 


Toronto 


Toronto 


EORONCO 


HEARING LOCATION 


Kitchener 


Toronto 
Toronto 


Toronto 
Ottawa 
Toronto 
Toronto 
Ottawa 
Windsor 


Thunder 
Toronto 


Toronto 


Toronto 


Ottawa 


Toronto 
London 
Windsor 


Bay 


North Bay 


Windsor 


North Bay 


= 615. = 


CITIZENS FOR AUTOMOBILE INSURANCE REFORM 
—- McBain, William 

CO-OPERATORS GENERAL INSURANCE COMPANY 

- Scott, Wayne 

CRAIG, Eileen 


DANDY, Burton 

DEAN, M. R. 

DOMINOTO, Connie 

DUNCAN INSURANCE SERVICES LIMITED 
- Johnson, Fred B. 

ECONOMICAL MUTUAL INSURANCE COMPANY 
- McConnell, Mike 

EISEL, Herman 

EVERGREEN REHABILITATION SERVICES 
- Lychenko, Robert 

- Freeman, Aaron 


FAIR (Fair Action in Insurance Reform) 
- McGrenere, Tom 

- Glass, Jesse 

- Pensa, Claude 

- Chapman, Bill 

FARRON, Chris 


GILBERT, Gloria 

GORE MUTUAL INSURANCE COMPANY 

- LaPalme, Serge 

GORMAN, John (Nipissing Law Association) 
GRAY, Robert H. 

GREAVES, Glen 

GURAL, Melanie 


HAMILTON LAW ASSOCIATION 

- Nolan, Dermot 

HARMAN, Ted 

HARPER, John 

HARRISON, Blair 

HAY; Mrs. 2..°H. 

HEAD INJURY ASSOCIATION OF LONDON & 
DISTRICT 

- Austin, Guloo 

= Farron, Choris 

~- Schaufelberger, W. K. 

HOBSON, Richard 

HOUSER, Dana 


INSURANCE BROKERS ASSOCIATION OF WATERLOO 
~ Philpotket Lorne 

INSURANCE BUREAU OF CANADA 

= Lyndoensedaeck 

- Kennedy, Alex 

- Beatty, Gord 


Windsor 
Kitchener 
London 
Toronto 


Toronto 
Windsor 


Thunder Bay 


Kitchener 


Toronto 
Toronto 


Toronto 
Toronto 
Toronto 
Windsor 
London 


London 
Kitchener 


North Bay 
North Bay 
Toronto 
Toronto 
Toronto 
Ottawa 
Kitchener 
Ottawa 


Toronto 


London 


Kitchener 
Kitchener 


Kitchener 


Toronto 


= ple Ss 


- Miller, Ronald 

- Saunders, Harry 

- Finkelstein, Neil 

INSURERS INSURANCE BROKERS, THE 
- Wilson, Dave 

—eBEaY, Coates 


JAGT, Arnold 
JOHNSON, Gary 
JOHNSON, Leonora 
JOHNSTON, Carman 


KATZ, Robert (Bob) 
KATZMAN, Marsha 

KINGSWAY GENERAL INSURANCE 
- Star, William (Bill) 
~~SoLLoway, Jerry 

- Thompson, Murray 
KINRADE, Mr. M. 

KLEIN, Murray 


LAMONT, Rosemary 

LAVIGNE, Mary 

LEONARD, Mr. John 

EVN ERS Mr. Bi Ve 
LEWINGTON, John 

LINTON, Shirley 

LONDON CLAIMS ASSOCIATION 
=~ Maurergifeter 

LOS, Douglas 


MAD (Mothers Against Drunk Drivers) 
- Walsh, David, President 

—- Lillian & Dean Pegg 

MAMOUDIAN, Fan 

MARINIER, Gilles 

McCABE, Al 

McCONNELL, Gregory E. 

McGLYNN 


McKELLAR STRUCTURED SETTLEMENTS INC. 


- McKellar, Frank 

McLEAN, Randy 

MERSKEY, Dr. Harold 
MIDDLESEX LAW ASSOCIATION 
- Neilson, Murray 

- Williams, Dave 

MILLION, Barry 


MINISTRY OF TRANSPORTATION & COMMUNICATIONS 


- Wylie, Peter 

MITCHELL, John 

Pernt. Dir. WwW. , M: 

MOTORCYCLE & MOPED INDUSTRY COUNCIL 
- Ramsay, Robert 


Toronto 


Toronto 
London 


Toronto 


Toronto 
Toronto 
Toronto 


Toronto 
Toronto 


Toronto 
Toronto 
Toronto 
Toronto 
Kitchener 
Windsor 
London 


North Bay 


Windsor 


LOTOnLO 
North Bay 
Windsor 
TOLOnLO 
Kitchener 
Kitchener 


Ottawa 
London 
London 


TOrOnto 
Toronto 


Toronto 
North Bay 
Toronto 


= TED = 


MURRAY, James 

NAGEL, Rudy 

NELSON, Jim 

NEW DEMOCRATIC PARTY 
- Swart, Melvin 


OBERHOLTZER, Bob 

ONTARIO ADJUSTERS ASSOCIATION 

- Cameron, James 

ONTARIO CHAMBER OF COMMERCE 

- Jackson, Linda 

= Lower. ROY 

ONTARIO CHIROPRACTIC ASSOCIATION 

— Hate. Dr...wRobert 

Se Td tabi), 

ONTARIO MOTOR VEHICLE ACCIDENT ASSOCIATION 
- Fisher, Alan 

ONTARIO MOTORCYCLE DEALERS ASSOCIATION 
- MacMillan, Bruce 

ONTARIO MUTUAL INSURANCE ASSOCIATION 

—- McIntyre, Mel 

ONTARIO RISK & INSURANCE MANAGEMENT SOCIETY 
= McBbevikathryn L: F. 

= Meltzer susan 

- Hackett, Lloyd 

ONTARIO TRUCKING ASSOCIATION 

s ochroeder. Alf 


PEARCE, Robert 

PENSA, Claude 

PLUMB, Leroy 

POUDRIER.) Dr 

PRIDE (People to Reduce Impaired Driving 
Everywhere) 

- Wickham, Frank 


RELIABLE TAXI NEWMARKET (1978) LTD. 
- Gottlieb, Michael 

- Smalley, David 

RITCHIE, Scott 

ROBB, Mrs. and Brian (son) 
ROBILLARD, Jim 

ROMANCHOOK, Terrence John 
ROSS, Phil 

ROYAL INSURANCE CANADA 

— Elms, Roy 

- Williams, Art 


SCHOOL BUS OPERATORS OF ONTARIO 
- Gordon, Hugh 

SEARLE, James 

SETON, Mark 

SINTAL, Richard 


Toronto 
Toronto 
Toronto 
Toronto 


Kitchener 


Toronto 


Toronto 


Toronto 


Toronto 
Toronto 
Kitchener 


Toronto 


Toronto 


Toronto 
London 
Toronto 
North Bay 
London 


Toronto 


London 
Toronto 
North Bay 
Windsor 
Toronto 
Toronto 


Toronto 


London 
Kitchener 
LOLCOnCG 


pee Mat 


SMITH, Don 
SMITH, Philip 

SORGE INSURANCE BROKERS LTD. 
="Soree;, Mariro>D. 

SPIEGEL, Harvey 

STATE FARM INSURANCE 

=- MacKenzie» JUCR} 

eraser. Fe .Glittrord 

=ulemplies Carla 

STEIN, David & client 

STRNISA, Josef 

SUDBURY & DISTRICT LAW ASSOCIATION 
- O'Neil, Stephen 

SUNRISE CO-OPERATORS INC. 

= DOTK IN. Puatiy, 

SZALAKT, Alex 


TAILLEFER, Omer 
TARNOWSKI, Leonard 
TATOMIR, John 
THOMPSON, M. 


TORONTO TAXICAB BROKERAGE ASSOCIATION 


SMTOLY. eJ0.00 
UBRIACO, Rita 


VAN TAAK, John 
VINETTE, Edward 


WARKENTIN, B. 

WELLINGTON GENERAL INSURANCE 
- Collins, George R. 

- Andrachuk, John S. 

= Bertrand hrancote 

WELSH, Jenty. — jUrS,A3 


(Speaking on behalf of the Michigan System) 


WILLIAMSON, Tom 
WILSON, Angus 
WRIGGLESWORTH, Edward 
W. W. CARTAGE LTD. 

- Sawyer, Harold 


YOUNG DRIVERS OF CANADA 
- Vézina, Monique 


Thunder 
London 
London 


Toronto 
Toronto 


Toronto 
Windsor 


Bay 


North Bay 


Toronto 


Windsor 


Toronto 
Toronto 
Windsor 
Toronto 
Toronto 


Thunder 


Toronto 
Toronto 


Toronto 
Toronto 


Windsor 


London 
Ottawa 
Toronto 
Toronto 


Toronto 


Bay 
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LIST OF WRITTEN SUBMISSIONS RECEIVED FROM INDIVIDUALS 


ADAM, Jacques JOHNSON, Fred 
ANDERSON, John JOHNSON, G. A. 
BANGAY, A. W. KAPLAN, Dr. Ronald D. 
BATCHELOR, Dahn A. KATZ, Robert D. 
BEACOCK, Steven KOSTIUK, Andrew 
BLACK, Anthony S. 

BROWN, Craig LEONARD, John 


BURRIDGE, Bruce W. 
MANN, Paul M. 


CABOT, J. Richard MAURER, Peter 

CARSON, John K. McCONNELL, Gregory E. 
CARTWRIGHT, M. R. McTAVISH, Willson A. 
CHADBAND, Edward E. MERSKEY, Harold 
CHMARA, James MILLION, Barry 
CHORNYJ, Gregory B. MITCHELL, John H. R. 
COMERY, W. F. MIXER, Michael 
CRABBE, Ronald H. MOSER, M. B. 

CROSSE, R. M. MURRAY, J. B. M. 


NELSON, A. J. 


DAWSON, Patricia NOLL, Rhoda 

DAY, Mrs. M. 

DOBRUCKI, Dan OBERHOLTZER, Bob 
EDDIE, C. R. PANZER, Stephen 
ELMS, Roy A. PARMEGA, Brian 
ENCHIN, Ervin PHILPOTT, Lorne 
ENSOM, B. Ernest POWELL, John 


POYNTER, John G. 


FERGUSON, Roderic REED, Esther P. 
FLEMING, Robert REMPEL, H. 1; 
FEEUR Ys, / ab? 7 Rs REMPEL, Raymond G. 
FOWLER, Margarate et al. RICHARDS, Bradley 
FREESMAN, Boris G. RIZZI, Mike 

PREPS, Proceck: Bt RYAN, Chris 


GRUDA, E. 


apr 


HAMMOND, R. G. SEARLE, James D. 
HANSEN, Helen & Robert SEGAL, Murray A. 
HAWKINS, Albert M. SHAW, Martin P. 
HAYe7Mrstite HH. SHOUR, Robert A. L. 
HOBSON, Richard J. SMITH, Don 
HODGSON, J. Kent SMITH, Ralph 
SPIEGEL, Harvey 
TAILLEFER, Omer STRADIOTTO, Rino A. 
TARNOWSKI, Leonard STRNISA, Josef 
TOWNSHEND, Gary SZALKAT, A. R. 
WALES, Ian 
WHITE, W.G. 


WOOLFORD, Dr. B. °J. 
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LIST OF WRITTEN SUBMISSIONS RECEIVED FROM ASSOCIATIONS 


The Advocates' Society 
Allstate Insurance Company of Canada 
Arbitrators’ Institute of Canada Inc. 
Association of Canadian Insurers 
Behavioural Health Inc. et al. 
CAA (Ontario) 
Canada Cycle Sports 
Canadian Automotive Leasing Association 
Canadian Bar Association —- Ontario 
Canadian Vintage Motorcycle Group 
Christian Science Committee on Publication for Ontario 
Coachman Insurance Company 
Consumers' Association of Canada (Ontario) 
Co-operators General Insurance Company 
County of Carleton Law Association 
Downtown Clinic Physiotherapy & Health Counselling 
Economical Mutual Insurance Company 
C.R. Eddie Engineering, Inc. 
J.F. Enright Insurance Brokers, Inc. 
Evergreen Rehabilitation Services Inc. 
Fair Action in Insurance Reform (FAIR) 
Federation of Canadian Municipalities 
Hamilton Automobile Club 
Hamilton Law Association 
Head Injury Association of London & District 
Institute of Law Research & Reform 
Insurance Brokers Association of Ontario 
Insurance Brokers Association of Waterloo 
Insurance Bureau of Canada 
Insurers' Advisory Organization Inc. 
Kingsway General Insurance Co. 
London Bar Association 
McKellar Structured Settlements Inc. 
Medico-Legal Society of Toronto 
Motorcycle & Moped Industry Council and 

The Canadian All-Terrain Vehicle Distributors Council 
Munich Reinsurance Company of Canada 
Municipal Affairs, Ministry of 
New Democratic Party 
Niagara Falls Taxi Ltd. 
Ontario Advisory Council on Physically Handicapped 
Ontario Chamber of Commerce 
Ontario Chiropractic Association 
Ontario Head Injury Association 
Ontario Motorcycle Dealers Association 
Ontario Motor Vehicle Accident Association 


Oe a) i 


Ontario Mutual Insurance Association 
Ontario Risk & Insurance Management Society 
Ontario Trucking Association 

Ontario Water Ski Association 

Persons United for Self Help in Ontario 
Phillips & Moore Insurance Brokers Ltd. 
Pilipino Bayanihan of Mississauga 

Powell Motorsport Management Inc. 

PRIDE (People to Reduce Impaired Driving Everywhere) 
Reinsurance Research Council 

Reliable Taxi Newmarket (1978) Ltd. 

Royal Insurance Co., Canada 

Royal Ottawa Regional Rehabilitation Centre 
Skillen-Squire Insurance Services Ltd. 
Sorge Insurance Brokers Ltd. 

State Farm Insurance Companies 

Sunrise Co-operative Inc. 

Toronto Taxicab Brokerages Association 
Tourism and Recreation, Ministry of 

Trial Lawyers Association of British Columbia 
Wellington Insurance Company 

Young Drivers of Canada 

Zehr Insurance Brokers Ltd. 

Zurich Insurance Company 
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APPENDIX [1 


LIST OF PERSONS CONTACTED 


ACKER, Rodney 
ASHBY, R. Mira 
ATKEY, Jane 


BALLOTT, Martin 
BARNES, Paul 
BATES, Tim 

BAXTER, Bill 
BEATTY, Gord 
BELOBABA, Edward 
BERGERON, Normand 
BLACK, Anthony 
BORIN, Jim 
BORKENHAGEN, Peter 
BRAY, Charles 
BREEN, Mary 

BRITT, Glen 

BROWN, Mary 
BUCKLASCHUCK, Hon. 
BURKETT, Michael 


CAMI, Moby 

CARTER Shas to 
CHELLEW, Gord 
CHUTE, Brian 
COOKE, Walter 


DANZON, Patricia 
DAVIS, Robert 
DRAPER, John 


EATON, Wayne 
ELAIS, Roy 


FINK, Bernhard 


GAUDRY, Marc 
GELINAS, Claude 
GIBSON, Grant 
GLASS, Jesse 
GORDON, Chuck 
GRAHAM, Murray 


HALPERN, Paul 
HAMMOND, Grant 
HANSER, Linda 
HAUER, Ezra 
HAUGHY, Des 
HICKLING, Herb 
HILL, Sam 
HOGG, Peter 
HOLLINRAKE, Bud 
HOLMES, Tom 
HOLT wi Bald 
HUNTER, Robert 


ISON, Terry 


JOHNSON, Joan 
JOHNSON, Patrick 
JOHNSON, Robert 
JOOST, Robert 
JONES, C.R. 


KAPLAN, Ron 
KAPOOR, Shant 
KLAR, Lewis 
KYLE. Bilt 


LEVIN, Murray 


LINDEN, Mr. Justice Allen 


LOGAN, Gary 
LYNDE, Richard 
LYNDON, Jack 


MAGNESUM, Eric 
MAIDMAN, Veronica 
MARTIN, Ken 
MARTIN, Roger 
MASTERSON, Stephen 
McARTHUR, John 
McCARTHY, Mike 
McKAY, Donald 
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HALL, Mr. Justice Gordon 


NEWCOMBE, Tom 
NEWTON, Brian 
NICHOLSON, Jack 
NOLET, Charles 


O'CONNELL, Jeffrey 
O'DONNELL, Vince 
O'MALLEY, Tom 
OSBORNE, Phillip 


PARADIS, Gilles 

PETERSON, Don 

PICKARD, Madam Justice Ellen 
PETRISHEN, T.M. 

PRICHARD, J. Robert S. 


QUELLER, Fred 


RAMSAY, Glen 
RAPHAEL, Bert 
REA, Sam 

REMPEL, Raymond 
RICHARDS, Ed 
RINGSTROM, Dennis 
ROWE, Kirby 


SAUNDERS, Harry 
SAUVAGEAU, Léon-Paul 
SCHRADER, Richard 
SCHWARTZ, Gary 
SEGAL, Murray 
SIGURDSON, S. 
SILVER, Robert 
STAPLETON, John 
STAR, Bill 

STAUB, Jane 
SUGARMAN, Stephen 
SWARTZ, Lee 


Glenn 


TAYLOR, Terry 
THOMPSON, George 
THOMPSON, Murray 
TREBILCOCK, Michael 


McKELLAR, Frank 
MIELOCK, Cindy 
MILLER, Sheldon 
MILLER, Shelley 
MURRAY, J.B.M 


VINETTE, Edward 


WACHOWICH, Mr. Justice Allen 
WADDAMS, Stephen 

WALKE, R. J. 

WALSH, Richard 
WARREN-BOULTON, Frederick 
WEBBER, Peter 

WEIR, John P. 

WELLS, Linda 

WESTER, Gerald 

WEXLER, Steven 

WILDE, Alex 

WILDE, Gerald 


ZACHO, Gene 
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Motor Vehicle Claims Surveys 
by 
Joe S. Cheng, F.C.A.S., F.C.1.A. 
Eckler Partners Ltd. 
Consulting Actuaries 
Report on Motor Vehicle Claims Surveys 


Bodily Injury Claim Survey Questionnaire 
(Blue Form) 


Summary Analysis of Motor Vehicle Bodily 
Injury Claim Survey (Blue Form) 


Accident Benefit Claim Survey Questionnaire 
(Yellow Form) 


Summary Analysis of Motor Vehicle Accident 
Benefit Claim Survey (Yellow Form) 


Bodily Injury Claims Information Sheet 
(Green Form) 


Summarized Results from Supplementary 
Bodily Injury Claims Survey 


Report on the Change in Loss Cost as a 
Result of Changes in Accident Benefits and 
Compensation Issues 


— Sa 


REPORT ON MOTOR VEHICLE CLAIMS SURVEY 
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Objectives 


We have been retained by Mr. Justice Coulter A. 
Osborne, Commissioner of the Inquiry Into Motor Vehicle 
Accident Compensation in Ontario, to conduct three surveys 


of Ontario automobile insurance claims. 


The purpose of these surveys was to determine who is 
injured; who is compensated; who is not compensated; how 
much compensation is paid; the breakdown of compensation 
paid through first and third party automobile insurance; 
and from what sources compensation is paid. The surveys 
were also designed to identify transaction costs. The 


claims surveys were thus designed to: 


Ae Break down the claims paid into their major 
components in order to determine what was paid 
for specific kinds of compensation, including: | 


(a) Family Law Reform Act/Family Law Act 
(b) prejudgment interest 

(c) gross-up 

(d) past income loss 

(e) future income loss 

(£) non-pecuniary loss 

(g) party and party costs 

(h) future care costs 


2. Compile a profile of both accidents (type of 
accident and degree of fault) and the injured 
making first or third party claims 
(socio-economic characteristics of claimants, 
type and extent of injuries, role of claimants 


in accidents and estimates of actual losses). 


Ci Collect information concerning processing of the 
claims. This included information on the 


timeliness of payments and settlement, the use 


oe 2S 


of counsel and the courts, the amount of 
payments made and the transaction costs 


involved. 


A Collect information concerning the amount of 
compensation those injured in motor vehicle 


accidents received from collateral sources. 


To deal with these issues, we designed and conducted 
three surveys, two with respect to bodily injury claims 


and, one involving accident benefits claims. 


Methodology 


In early March, 1987, we designed two independent 
claims surveys. The first survey covered Ontario 
automobile third party bodily injury liability claims 
closed during 1986 (the B.I. survey); the second survey 
covered accident-benefits claims for accidents which 
occurred in 1985 (the A.B. survey); the third survey was 
designed to capture data unavailable in the first survey, 
specifically collateral source information (the C.S. 
survey). For the purposes of this report, the results of 
the third survey were treated as part of the bodily injury 


liability claims survey. 


Accepted statistical sampling techniques were used. 
Each sample contained approximately 2% of the total 
claims in each category. Statistical sampling generally 
uses a much smaller percentage of the total population, 
but because of the detail required and the number of 
possible responses to each question in our surveys, a 
larger sample size was used. In total, we accepted 1,594 


forms out of 1,619 submitted from the B.I. survey; 1,528 
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claims from the 1,702 submitted from the A.B. survey and 
1,347 forms from the 1,403 submitted for the C.S. 
survey. Statistical theory suggests that this sample 
size is sufficient to reproduce a reasonable 
representation of automobile insurance claims and 


claimants in Ontario. 


To ensure that the sample accurately represented the 
geographic distribution of claims across the province and 
the mix of vehicle types, two controls were placed on the 
random sampling process. We analysed the confidential 
claims information of 15 large automobile insurance 
companies provided to us by the Insurance Bureau of 
Canada; from these 15 companies, an appropriate number 
was chosen (9 for the B.I. survey and 12 for the A.B. 
survey) so that the resulting sample would exhibit a 
claims distribution by region similar to that of the 
entire industry. Because differences in distribution 
Systems were considered to be significant, each sample 
contained either one or two direct-writing companies. To 
ensure that the samples accurately reflected the mix of 
vehicle types, we drew the claims from three strata: 
private passenger cars, commercial trucks and 
motorcycles. The results from each group were then 
appropriately weighted to reflect the prominence of each 


in the total vehicle population. 


Bodily Injury Liability Claims Survey. 


The nine insurers were asked to submit, in either 
magnetic form or hard copy, a complete list of Ontario 
automobile bodily injury claims with settlement dates in 
1986. To eliminate uncertainty arising from the adequacy 


of reserves, only closed liability claims were used. We 
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determined the number of claims required from each 
company, necessary to reflect geographic distribution and 
differences in marketing methods; we then randomly 
selected the required number of claims for analysis. The 
companies were given claim identification numbers and 


instructions for completing the survey forms. 


Internal Verification During Course of Survey 


To determine if our sample size was adequate, when 
one-third of the data was returned, we analyzed the 
results of that data; we continued to monitor the results | 


as additional data were received. 


An inadequate sample would have exhibited 
significant variations in the distribution of the data; we 
found that from the one-third point forward distributions 
were consistent with those in the preliminary analysis. 
We therefore concluded that increasing the sample size was 


not necessary to the reliability of the survey. 


External Verification by Result 


Three specific external checks corroborated the 


results of the Bodily Injury Liability Survey. 


The first concerned the components of bodily injury 
claims. In 1986, the Insurance Bureau of Canada conducted 
a claims survey using only bodily injury claims in excess 
of $25,000. An examination of the data in claims over 
$25,000 in our sample reflected a distribution very 


similar to that of the industry study. 
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The second check was a gross weekly wage comparison. 
The average gross weekly wage for liability claimants in 
the claims survey was $428. The Ontario weekly industrial 
wage in 1986 was $427.31; thus, the liability claimants 
considered in the bodily injury claims survey were 
representative of the provincial average. The 
accident-—benefit claimants on the other hand, had an 
average gross weekly wage of only $378. This was to be 
expected and is due to the second payor feature of A.B. 
coverage. Those with higher than average earnings usually 
had employment-related benefits. They may have either 
been ineligible for benefits, or decided not to file a 


claim. 


The third check was an age distribution comparison of 
bodily injury and accident benefit claimants with Ministry 
of Transportation and Communications drivers involved in 
accidents data. It is apparent from the table below that 
the percentage of liability and accident benefit claimants 
in each age group corresponds very closely to the 


percentage of drivers involved in accidents from each age 





group. 
Drivers in- Accident 
Licensed volved in Liability Benefit 
Age Drivers* accidents* Claimants Claimants 
Under 16 = al 647 ONL 
PoOv= 20 AST 1378 13937 13207 
Phe = 24 Lon 14.6 he | her iy4 16.8% 
ao O34 25057 2651 26.8% 24.8% 
aD — G4 ree yA 1650 Lj an T6672 
oy = 54 14.57 10.8 ee y 4 10.8% 
75) — 64 U2 7 7 6. 9% 79% 
65 & over 9.3% 4.8 4. 8% 3295 
Unknown = 4.0 ne me 


*From: 1985 Ontario Road Safety Annual Report, Table 2.22. 
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Supplementary Bodily Injury 
Claims/Collateral Source Survey 


The first Bodily Injury Survey produced insufficient 
information in two areas: collateral benefits and 
gross-up. Much of this problem was the result of the 
companies' failure to maintain records on these subjects. 
We therefore conducted a supplementary survey to capture 
this information. Thirty-five insurers, constituting 90% 
of the Ontario automobile insurance market, were asked to 
participate. All Ontario automobile bodily injury claims 
closed by the relevant insurers between April 13 and May 
24, 1987 were examined. An independent on-site file 
audit confirmed the high quality of the data. This second 
bodily injury survey developed reliable data on collateral 


benefits. It did not provide useful data on gross~up. 


Accident Benefits Claim Survey 


After determining the number of claims required from 
each insurer to reflect proper geographic representation 
and marketing methods, we asked each of 12 insurers to 
submit a complete list of Ontario accident-—benefit claims 
with accident dates in 1985. From each list we randomly 
drew the predetermined number of claims. Each insurer was 
given the claim identification numbers selected and 


instructions for completing the form. 


Accident-benefit claims involving permanent 
disability may remain outstanding for decades. Because we 
wanted to include some permanent disability claims in the 
sample, we decided to accept outstanding claims as well as 


closed claims. This did not detract from the reliability 
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of the data since, in our experience, reserves for unpaid 


accident-benefit claims are reasonably accurate. 


Internal Verification During the 


Course of the Accident Benefit Survey 


In order to ensure that the sample size was 
sufficiently large, we performed a check similar to that 
done for the B.I. survey. We observed reasonably stable 
results as the Accident Benefits survey data were 
compiled. We concluded that increasing the sample size 


was not necessary to the reliability of the data. 


Note: 
Throughout the report, two terms have specific 
meaning in an insurance context and the following should 


be noted: 


Le Claim 


A claim is a file in which one or more claimants 
have received or will receive payments from the insurance 
company reporting the data. A claim can be for first 


party coverage or third party liability coverage. 


An insurance company participating in both surveys 
may report a third party liability claim and a first party 
accident-benefit claim arising from the same accident, if 


both claims were in our respective samples. 


2. Claimant 


A claimant is a person who has either received or 
will receive payment from the insurance company reporting 


the data. A person who makes a claim, but does not 
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receive payment, is not considered a claimant 


survey. 


These definitions may not be the same as 


by the insurance companies. 


The Insurance Bureau of Canada defines a 


differently in its statistical plan. 


claimant. 


It does 


ir tchis 


those used 


claim 


not define 


pels oo 0 tis 


BLUE FORM 


General Instructions 


i Indicate company number, your initials and claim 


number clearly for future reference. 


a: This survey form is to be completed for each 
claimant. For example, if an accident gives rise to 
three claimants, three separate forms have to be 


completed. 


3, All dollar figures are in whole dollars. Absolutely 


no cent should be shown. 


4. All dollar figures which should balance to the 


answers of other questions will be checked. 


ae All dates are in international convention. They are 


shown as year, month and day. 


Ge Do not leave date blank. Use UN for unknown only if 


the information is unavailable. 


dis Where a dollar amount is expected, a blank will imply 
O. If there is no information to make an estimate, 


use UN for unknown. 


8. Where a check mark "X" or a selection "a number" is 
expected, you MUST pick the most appropriate 


category. Otherwise, the form will be returned. 


[2] 


[3] 


[4] 


[5] 


[6] 


[7] 


[8] 


[9] 


[10] 


rd 
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10 March 198 


MOTOR VEHICLE B.I. CLAIM SURVEY 


Company number , 1 | i 
Your initlalS. “Ua saak wi 
4 i} 1 4 


Claim number \ \ \ i H 1 ! 1 \ \ \ \ 1 1 


Claimant: number, }..} H 


Coverage (check one box) | tLoponee les toe SEF 42/44 
Policy limit (section A) : { : H '0 '0 !0 |} Complete the next limi 
figure if applicable, limit has been reduced to ae treo Oe! Ca 


due to breach of policy conditions. 


Claimant category {| | 


i: ‘third party, driver 5: passenger (not named insured) in 
2° third party passenger insured's vehicle 

3: named insured driver 6: pedestrian 

4: named insured passenger is OCNEE 


in insured's vehicle 


Sex of) claimant,) ji) i: 1: make, °2: female 

Age of claimant | | ' as of the date of accident 

Accident svype scp ee 1: single vehicle 2: multiple vehicle 
Vehicle type {| {| insured's vehicle { {| claimant's vehicle 


l: car 2: truck/van 3: motorcycle 4: bus 5: snow vehicle 6: ATV 


ES | 


16] 


17) 


18] 


19] 


20) 


21] 


a 


Degree of fault (based on your assessment): your insured | i : lin 


el ATSTit sn cif) ee | a The two figures need not add up to 100%. 


IBC statistical territory code {7 | ' {! of your insured vehicle. 


Place of accident (check one box) |_| Ontario ' | Quebec 


' ! other jurisdictions in Canada aie be Ua ee 


a 


TEC (Class ‘code Wh. *) tI 


oO 
Ss 


Date of accident YY {1 /9 } {| {| MM : 





Date when B.I. reserve was opened YY jl Corr ihe A MMe.) ee OD er el 


(a) Was there any request by the plaintiff/representative to have payment 


in advance |} } Yes {| | No 
(b) Did your company offer to make payment in advance : ! Yes | ! No 
(c) Date of first payment to claimant in advance 

xe nao woke edanhe) ti Pl. WDD Ay, tol | 

If there was no payment in advance, H ! check here and indicate 0 in 


question 19. 


Amount of first payment to claimant COT h gle hl ahve Pe 


Total amount of payment in advance a Oe cy Be ee ts ee 
First verbal offer to settle was made by ee ee claimant/representative 
: ' your company | ! neither party (i.e. no verbal offer was made) 


Date of the first verbal offer to settle 


Sy M1 si alnnal Ot MM 1A eee Pe eer ee 
First written offer to settle was made Dy ee claimant/representative 
' ! your company |__| neither party (i.e. no written offer was made) 


Date of first written offer to settle 


= 906 =< 


[22] Date of settlement (i.e. last payment to claimant) 


TXorlencu bacwne MMi we} BD toet 
[23] Condition of claimant {| {| 1: deceased 2: injured 


[24] Type of injury (Check more than one if necessary) 
INSTRUCTION: first check the part(s) of the body injured, then check the 


type(s) of injury corresponding to the part of the body. 


Part of Body Description of Injury 
i | 99 none |} nominal value (shaken up) 


| + psychological trauma 


P.O sbrain or |__| paraplegic or quadraplegic or vegetative 
Spinal column state | |} other 

i | 1 head | | fracture ! ! concussion 

170 2 face | | fracture !} ! laceration with scar 


| {| laceration - no scar 


i | 3 eye | | partial loss or loss of use of 1 or 2 eyes 


i | total loss or loss of use of 1 or 2 eyes 


' i 4 ears | {| partial loss or loss of use of 1 or 2 ears 


| {| total loss or loss of use of 1 or 2 ears 


f { 5 nose i | resulting in disfigurement 
& & 


i+ no disfigurement 


| | 6 teeth and jaw |_| fracture {| | loss of teeth } !} other 


24) 


Continued 


Paine Body 


i {| 7 voice and larynx 


tf: 48 neck 

' ' 9 back 

' | 10 chest and ribs 
|} | 11 internal organs 
H | 12 shoulder 

/ -{ 13 arm and hand 


14 elbow 


wrist 


15 


16 pelvis and hip 


17 leg and foot 


18 


knee 


19 ankle 


se 


Description of Injury 


loss of voice } ]} other 


soft tissue | |! yvertebrae/disc fracture 


psychological trauma 
soft tissue ! ! vertebrae/disc fracture 


psychological trauma 


fracture j; 


surgery is required |} |} other 

soft tissue | j} fracture 
laceration ' { other 

fracture | {| loss of arm or hand 


loss of both arms or hands 


laceration |} } loss of fingers | | other 
fracture | | other 

fracture !} !} other 

fracture | {| other 

fracture | 4 loss of leg or foot 
laceration {| } loss of both legs or feet 
other 


soft tissue 


fracture jj} 


fracture | | other 


| other 
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[25] Employment } |} 1: employed 4: retired 7: preschooler 
2: homemaker 5: unemployed 8: other 
3: student 6: employed part-time 
[26] Type of employment } } 1: self-employed 3: Clerical 
2: managerial/professional 4: manual 


[27] Gross employment income (weekly) $ }| {| |} ; ' 


[28] PAmount-ofvactualetimeslosseni sal eYrs: ye} ik fos, sina mWweéks 
including intermittent time off. Use your best estimate here, do not leav 
it blank. 


[29] Total gross amount of payment to claimant, including costs, disbursements 
and prejudgement interest § | 7 er eee eee | This amount MUST equal 


TOcthe cum of JOA) 2 Cp hk 0c mandala). 


[30] Settlement, or breakdown of award if case tried: 
(a) Special damages (net of Section B): 
loss of employment income to 
trial or settlement 
other income loss 
medical and hospital (above OHIP) 


funeral expense 


rn fm Hf DM 


other 

sub-total rr en al ees tee eee 
(b) General damages (net of Section B if applicable): 

non-pecuniary 

FLRA/FLA [must equal 31 (a) + (b) +(c)] 

future employment income 

future care 

gross-up for tax 

fund management 


sub-total 


<—_560 = 


30] Continued 
(c) Party to party costs including 
disbursements =) © OA Led aes Rie aia a 
(d) Prejudgement interest ind Pe aot gee aes aed Beg 


: ! stated in settlement 





PS revestimaced 





31] Family Law Reform Act/Family Law Act claims: 
(a) Spouse: Amount paid $ 
(b) “Children: Number of claimants TE eae 
Number of claimants paid i oe 

Amount paid Vee a ee eee rp ae 
(c) Other relatives Number of claimants ree | 


and others: Number of claimants paid : : 


Amount paid ae re Pa ee: 





32] Breakdown of internal expenses (exclude staff adjuster): 
(a) Fees paid to insurer's lawyer Si 
(b) Fees allocated to in-house lawyer 


(c) Cost of independent adjuster 














(d) Cost of defence medical 


| (e) Cost of other experts 


nnn mn 


ic) Other 





YPE OF COLLATERAL BENEFITS For questions 33 to 35: Try your best to Pil isin 








he amount. Use the unknown box only if you have no information. 
33] Section B benefits | j; unknown 
medical ‘eg hG h bids Aon 





rehabilitation 
disability 
housewife disability benefit 


funeral 


alae dpe odes aodps Ades © Bde. 


death 
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Quebec Part III ee ere ee ie 
total Set H 
[34] Employer salary continuance programs | {| unknown 
Sick leave with pay CDi hiat (6), Sakary a oe La ee er 
Short term disability Po oe SALALY i ie ee a ee es 
Long term disability rep | eeatary Ce phe ot pee At eee eae 
[35] Government programs {| | unknown 
UL ic, Sb ee ee ee 
CUP. P. Hy ie Me ries ee ei 
Workers' Compensation i fe eo eee ee 
Other ee Ms es Rs ae 
[36] Date when your company received the first medical report 
VYYente Or We MMe th DD. a boar |_| none was received 
[37] Additional information (check yes or no): 
YES NO 
(a) Was claimant represented by counsel? eit Tereu 
(b) Was action commenced? Tae sf 
(c) Was there examination for discovery? Tesi rT: 
(d) Was case pre-tried? ieee | ee 
(e) Was case tried by jury? | eet ‘hee 
(f) Was there an appeal? tir Teen 
(g) If appealed, was case appealed by plaintiff? ish inet! 
[38] If claim settled, indicate when settlement was concluded (check only ONE): 


(a) before action commenced } ' 

(b) after action commenced but before examination for discovery Pat 

(c) after examination for discovery but before pre-trial des 

(d) at pre-trial or as an immediate consequence (i.e. within 
10 days) of pre-trial 

(e) between pre-trial and date action called for trial iy. al 


Cf) Gat Erial teeny 


J 


] 


-— a, = 


Did gross value of claim exceed policy limit in question 6? 


1 een esiny |  vaiNo 
Lt Ves, woae was tne gross value S$ je bot tS ao o oe 
Was-chesclaim’ a’ structuredsettlement? [2 s)e¥es | | No 
If yes, answer the following: 

(a) gross amount of claim [from question 29] Shag ey ae 
(b) interim and other payments Steel ali 
(oyy party to party costs [from ™30 (c)] Cate ' 


(d) cost of annuity [must equal 
40° Ca) —~(b)y sac) ] pep eee ¥ 


(e) brokerage fee or other fee (if known) Sie crest 


Bs ae 


SUMMARY ANALYSIS OF MOTOR VEHICLE B.I. CLAIM SURVEY (BLUE FORM) 


QUESTION 6 
| 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
NUMBER OF RECORDS 716 371 74 1161 
NUMBER USEABLE 716 370 74 1160 
POLICY LIMIT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
OF INSURED Zaccidents Zaccidents Zaccidents %accident 
UP TO $200,000 7.4 8.1 36.5 ‘.a 
$300,000 8.8 3.8 8.1 8.4. 
$500,000 49.4 26.1 47.3 47.9 
$1,000,000 32.5 53545 6.8 33 .& 
OVER $1,000,000 1.8 6.5 124 2. 
QUESTION 7 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL | 
NUMBER OF RECORDS 1394 555 91 2040 
NUMBER USEABLE 1394 555 91 2040 
CLAIMANT CATEGORY PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
“claimants %claimants %claimants %c laimant 
THIRD PARTY DRIVER Soaf 58.7 28.6 58.4 
THIRD PARTY PASSENGER 24.6 26.3 1251 24.6 
NAMED INSURED DRIVER 0.2 O52 1.1 0.2 
NAMED INSURED PASSENGER 1.6 0.9 Yar 1.4 
PASSENGER (NOT NAMED INSURED) 6.2 5.4 36.3 6.4 
PEDESTRIAN 7.6 7.0 4221 7.6 
OTHER 1 Oe 1.4 ee 14 
QUESTION 8 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
NUMBER OF RECORDS 1394 555 91 2040 
NUMBER USEABLE 1394 555 91 2040 
SEX OF CLAIMANT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
%claimants 4claimants %claimants %c Laimant 
MALE 54.0 52.4 5227 53.9 
FEMALE 46.0 47.6 47.3 46.1 
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QUESTION 9 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
ER OF RECORDS 1394 555 91 2040 
ER USEABLE 1370 548 89 2007 
OF CLAIMANT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
ac laimants 4claimants 4c laimants “claimants 
THAN 16 YRS 6.1 8.6 16.9 6.4 
O 18 YRS 5.8 4.9 14.6 5.9 
O 20 YRS ee 6.0 11.2 lie. 
22 YRS 7.3 6.4 10.1 7.3 
O 24 YRS 6.5 5.5 5.6 6.4 
O 29 YRS 14.9 i bs We 1325 14.6 
O 34 YRS 12.0 14.1 » i rs 122 
0 39 YRS 10.6 9.9 7.9 10.5 
O 44 YRS 7.0 en) eit 7.0 
O 49 YRS 575 6.8 SL 525 
O 54 YRS 4.9 7.8 2.2 5.1 
O 59 YRS 3.6 4.2 4.5 Sur 
O 64 YRS a 2.6 0.0 are 
O 69 YRS he 2.4 0.0 2.1 
THAN 69 YRS 2.68 2.6 0.0 2.7 
QUESTION 10 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
ER OF RECORDS 716 371 74 1161 
ER USEABLE 716 371 74 1161 
OF ACCIDENT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
%accidents Zaccidents *accidents %accidents 


LE VEHICLE 1337 12.1 53.0 1328 
I VEHICLE 86.3 87.9 66.2 86.2 


NUMBER OF RECORDS 
NUMBER USEABLE 


ACCIDENT VEHICLES 


INSURED OTHER 

CAR - SINGLE VEHICLE 
CAR - CAR 

CAR - TRUCK 

CAR - MOTORCYCLE 

CAR - OTHER 

INSURED OTHER 

TRUCK - SINGLE VEHICLE 
TRUCK - CAR 

TRUCK - MOTORCYCLE 
TRUCK - TRUCK 

TRUCK - OTHER 

INSURED OTHER 


MOTORCYCLE - SINGLE VEHICLE 
MOTORCYCLE - CAR 

MOTORCYCLE - TRUCK 
MOTORCYCLE - MOTORCYCLE 
MOTORCYCLE - OTHER 


NUMBER OF RECORDS 
NUMBER USEABLE 


DEGREE OF FAULT OF INSURED 


NONE 
LESS THAN 100% 
100% 


NUMBER OF RECORDS 
NUMBER USEABLE 


IBC STATISTICAL TERRITORY 


METRO TORONTO 
URBAN (NOT TORONTO) 
RURAL 


Se 


QUESTION 11 


PRIVATE PASSENGER 
716 
646 


PRIVATE PASSENGER 
%accidents 


COMMERCIAL 
371 
181 


COMMERCIAL 
zaccidents 


eoooo°o 
oo°o0o°o 


7 
=annuo 
=—=OnN Ud 


oo000 
oooo°oo 


QUESTION 12 


PRIVATE PASSENGER 
1394 
1386 


PRIVATE PASSENGER 
%claimants 


COMMERCIAL 
555 
546 


COMMERCIAL 
%claimants 


on oO 


rae 
Tt. 
86. 


QUESTION 13 


PRIVATE PASSENGER 
716 
716 


PRIVATE PASSENGER 
%accidents 


39.0 
tats 
-6 


COMMERCIAL 
371 
371 


COMMERCIAL 
%accidents 


32a 
36.7 
ESS 


MOTORCYCLE 
74 
61 


MOTORCYCLE 
%accidents 


ooo°c”o 
e e e e 
oo 0o°c”o 


e e e 
ooo°oo 


SW 
On—- aon ooo0oo 
e 


_— 
ORANO 


MOTORCYCLE 
91 
89 


MOTORCYCLE 
%c laimants 


MOTORCYCLE 
74 
74 


MOTORCYCLE 
%accidents 


27.0 
aoe 
37.8 


WEI GHTED 
%acc iden 


\ 


1 
6 


OWAON 


MOM N WNAOWOm 


ooo00 
ONOUW 


TOTAL 
2040 
2021 


WEIGHTED 
%cClaimant 


1.6 
12.8 
85.7 


TOTAL 
1161 
1161 


WEIGHTED 
%acci den 


39.0 
38.5 
22m 


RECORDS 
EABLE 


| 


= 











| 
WWINCES 
] 
| 
> RECORDS 
‘EABLE 


\CCIDENT 











. 
83 
Bh 
985 
186 





> RECORDS 
sEABLE 


PAYMENT 


SY PLAINTIFF 


COMPANY 


t BEFORE 1981 


Pipe 


QUESTION 14 


PRIVATE PASSENGER COMMERCIAL 
716 Sia 

716 371 

PRIVATE PASSENGER COMMERCIAL 
%acc idents Zaccidents 
98.9 97.6 

0.3 0.0 

0.1 0.8 

0.7 1.6 

QUESTION 16 

PRIVATE PASSENGER COMMERCIAL 
716 371 

716 371 

PRIVATE PASSENGER COMMERCIAL 
%accidents %accidents 
4.7 6.7 

5.4 8.6 

9.4 10.0 

17.0 19.9 

31.3 38.3 

32.1 16.4 


QUESTION 18 A & B 


PRIVATE PASSENGER 
1394 
1394 


PRIVATE PASSENGER 
%claimants 


COMMERCIAL 
555 
555 


COMMERCIAL 
%claimants 


4. 
6. 
9. 


oNUI 


8 


MOTORCYCLE 
74 
74 


MOTORCYCLE 
Zaccidents 


MOTORCYCLE 
74 
14 


MOTORCYCLE 
Zaccidents 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
%c laimants 


4.4 
i322 
oor 


TOTAL 
1161 
1161 


WEIGHTED 
%accidents 


98.8 
0.3 


0.2 
0.8 


TOTAL 
1161 
1161 


WEIGHTED 
%accidents 


WEIGHTED 
claimants 


NUMBER OF RECORDS 
NUMBER USEABLE 


TIME TILL ADVANCED PAYMENT 


WITHIN ONE MONTH 
1 TO 2 MONTHS 


N= OH UW 
aN 


5S 


NUMBER OF RECORDS 


NUMBER USEABLE 


TIME TILL CLAIM SETTLED 


WITHIN ONE MONTH 


etn cry, ao one eee 
&— 

HHH Ha HS 
Param aS sae beel eset he 
=—ONKnU EW PP 

5 

~ 

= 

7) 


48 TO 60 MONTHS 


MORE THAN 60 MONTHS 


MEDIAN TIME (in months) 
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QUESTION 18C 

PRIVATE PASSENGER COMMERCIAL 
1394 555 

130 50 

PRIVATE PASSENGER COMMERCIAL 
xc laimants %claimants 
21.5 6.0 

4.6 6.0 

rag é 0.0 

4.6 8.0 

oe 6.0 

5.4 4.0 

10.8 12.0 

9.2 14.0 

21.5 26.0 

8.5 12.0 

2.3 4.0 

0.8 0.0 

0.0 2.0 


QUESTION 22 


PRIVATE PASSENGER 
1394 
1362 


PRIVATE PASSENGER 
%c laimants 


oa 
& 
Oo 


— 
—==—2 VI OWDWOWE UUW! 
e e e e e e e e 


ANOWO™ROWRNO 


10.0 


COMMERCIAL 
555 
542 


COMMERCIAL 
%claimants 


WEWWGA »?) 
foo) 


=" 
NUNN O MOON 
ORANUD-=NURAW 


—_ 
uw 
oO 


MOTORCYCLE 
91 
aD 


MOTORCYCLE 
%claimants 


W 
W 
e 

W 


= 
BDOWKRAO OY 
DODOONNOWNNON 


Nw 


oooon 


MOTORCYCLE 
91 
89 


MOTORCYCLE 
%c laimants 


N= 
=O ANUANNE O 
e 


=—=UMNOWDODOO—$—NN VIO 


TOTAL 
2040 
195 


WEIGHTED 
%c laimant 


. NM _ N 

SON @0SUWENES 
e e s 

aw KOO UA FW OS? NO 


TOTAL 
204( 
199: 


WEI GHTEL 
%claimar 





| 
MBER OF RECORDS 
MBER USEABLE 


NDITION OF CLAIMANT 


CEASED 
JURED 


=, Se 


QUESTION 23 


PRIVATE PASSENGER 


1394 
1394 


PRIVATE PASSENGER 
4c laimants 


1.8 
98.2 


COMMERCIAL 
555 
555 


COMMERCIAL 
4claimants 


2.9 
9i41 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
% laimants 


1.1 
98.9 


TOTAL 
2040 
2040 


WEIGHTED 
“claimants 
1.9 
98.1 
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QUESTION 24 


PRIVATE PASSENGER 
NUMBER OF RECORDS 1394 
NUMBER USEABLE 1394 


TYPE OF INJURY PRIVATE PASSENGER 


%claimants 

NONE 

NOMINAL VALUE (SHAKEN UP) 10.6 
PSYCHOLOGICAL TRAUMA al 
BRAIN OR SPINAL COLUMN 

PARAPLEGIC, QUADRAPLEGIC OR VEGETATIVE STATE 0.1 
OTHER 0.6 
HEAD 

FRACTURE 0.4 
CONCUSSION 5.0 
FACE 

FRACTURE 0.1 
LACERATION WITH SCAR 2.4 
LACERATION - NO SCAR 2.8 


EYES 
PARTIAL LOSS OR LOSS OF USE OF 1 OR 2 EYES 0.4 
TOTAL LOSS OR LOSS OF USE OF 1 OR 2 EYES 0.0 


EARS 
PARTIAL LOSS OR LOSS OF USE OF 1 OR 2 EARS 0. 
TOTAL LOSS OR LOSS OF USE OF 1 OR 2 EARS 0. 


NOSE 
RESULTING IN DISFIGUREMENT 
NO DISFIGUREMENT 


TEETH AND JAW 
FRACTURE 0.5 
LOSS OF TEETH 0.9 
OTHER 1.4 


VOICE AND LARYNX 
LOSS OF VOICE 0 
OTHER 0 


NECK 
SOFT TISSUE 58.7 
VERTABRAE/DISC FRACTURE 0.6 
PSYCHOLOGICAL TRAUMA 3.4 


BACK 
SOFT TISSUE 36.7 
VERTABRAE/DISC FRACTURE 0.7 
PSYCHOLOGICAL TRAUMA Be 


CHEST AND RIBS 
FRACTURE 1 
OTHER 5 


COMMERCIAL 
555 
555 


COMMERCIAL 
4%claimants 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
%claimants 


TOTAL 
2040 
2040 


WEIGHTED 
%claimants 
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QUESTION 24 continued 


(PE OF INJURY PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
| %c laimants claimants %c laimants %claimants 


NTERNAL ORGANS 
SURGERY IS REQUIRED 0.5 
OTHER 0.8 
| 


HOULDER 
SOFT TISSUE 14. 12. 


4 

FRACTURE 0 
-ACERATION 0. 
0 








_ 


OTHER 
\ 
es AND HAND 
FRACTURE 0 
LOSS OF ARM OR HAND 0 
Loss OF BOTH ARMS OR HANDS 0. 
LACERATION 1 
LOSS OF FINGERS 0 
OTHER 5 
i 

LBOW 
FRACTURE 
OTHER 


2ST 
FRACTURE 0. 
OTHER 1 


ELVIS AND HIP 
FRACTURE 


a1 
OTHER rab 











EG AND FOOT 

FRACTURE 2.0 
LOSS OF LEG OR FOOT 0.0 
LACERATION 1.5 


LOSS OF BOTH LEGS OR FEET 0. 
OTHER 4. 


NEE 

SOFT TISSUE tf 

FRACTURE 0 

OTHER 23 
0 
1 


FRACTURE 
OTHER 


NUMBER OF RECORDS 
NUMBER USEABLE 


EMPLOYMENT 


EMPLOYED 
HOMEMAKER 

STUDENT 

RETIRED 
UNEMPLOYED 
EMPLOYED PARTTIME 
PRESCHOOLER 

OTHER 


NUMBER OF RECORDS 
NUMBER USEABLE 


TYPE OF EMPLOYMENT 


SELF EMPLOYED 


MANAGER IAL/PROFESSIONAL 


CLERICAL 
MANUAL 


NUMBER OF RECORDS 
NUMBER USEABLE 


GROSS WEEKLY EMPLOYMENT INCOME 


LESS THAN $200 
$201 TO $300 
$301 TO $400 
$401 TO $500 
$501 TO $600 
$601 TO $700 
$701 TO $800 
$801 TO $900 
$901 TO $1000 
MORE THAN $1000 


AVERAGE $ 
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QUESTION 25 


PRIVATE PASSENGER 
1394 
1333 


PRIVATE PASSENGER 
Zclaimants 


2 


oak 
om FAW 
oOoearyNyomwran 


COMMERCIAL 
555 
537 


COMMERCIAL 
%claimants 


Ge; 


10. 


NOFAWODONM 
NNOWOKUSO 


QUESTION 26 


PRIVATE PASSENGER 
1333 
991 


PRIVATE PASSENGER 
%c laimants 


COMMERCIAL 
537 
396 


COMMERCIAL 
%claimants 


11.9 
18.9 


18.7 
50.5 


QUESTION 27 


PRIVATE PASSENGER 
991 
702 


PRIVATE PASSENGER 
%c laimants 


— — ff) — 


NNR FAWOUDNN 


DORDWRO=F OO 


426.96 


COMMERCIAL 
396 
284 


COMMERCIAL 
%claimants 


19.6 
20.1 
19.4 


MOTORCYCLE 
91 
89 


MOTORCYCLE 
%elaimants 


MOTORCYCLE 
89 
58 


MOTORCYCLE 
%claimants 


10.3 
10.3 


leat 
Ofce 


MOTORCYCLE 
58 
48 


MOTORCYCLE 
“claimants 


TOTAL 
2040 
1959 


WEIGHTED 
%claimant 


$ 


OAR AWO® 
OeSNAINUOV 


TOTAL 
1959 
1445 


WEIGHTED 
%claiman' 


TOTAL 
1445 
1034 


WEIGHTED 
%claiman 


17.0 
22.8 
19.3 
1 


om 
0 
4 
8 
oa 
-0 
8 


NN] FAW VI 


427.31 


PRIVATE PASSENGER 
BER OF RECORDS 1394 
3ER USEABLE 668 


a TIME LOSS 


PRIVATE PASSENGER 











%c laimants 
EEK 22,0 
EKS 12.0 
EKS 6.7 
EKS 3.9 
THS 15.0 
THS 10.8 
THS 6.4 
THS 4.8 
THS 2.7 
ONTHS Lak 
ONTHS 0.9 
ONTHS 0.9 
NTHS Zui 
iris 0.4 
MONTHS 0.3 
EARS 4.2 
EARS pee 
EARS 0.4 
EARS 0.3 
MANENT 1.6 
RAGE LOSS (IN WEEKS) perm=5yrs 18.6 
RAGE LOSS (IN WEEKS) perm=20yrs 31.4 








IAN LOSS (IN WEEKS) excluding permanent 5.0 


e 1: In calculating average, "perm=5yrs" means permanent disabilities are considered to be a 5yr loss. 
e 2: In calculating average, “perm=20yrs" means permanent disabilities are considered to be a 20yr loss. 
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QUESTION 28 


COMMERCIAL 
555 
310 


COMMERCIAL 
4claimants 


_ ot 
on 


<2 
e e e e e e e 


= @ONNOCOANNNNWAB=UD 
e e e e e e e e 
AWAWWAWWOODOWNWHOOAOWVW 


7.0 


MOTORCYCLE 
91 
55 


MOTORCYCLE 
4c laimants 


—_ => 
° e a e e e ° ° e 


CO] WUNWWW ABA ONOAHWAONANVI 
e 
ODOAVUNAARWDWOWODOANVDOWOAWW! 


a 
° e e e 


W 
zs 
— 


37.1 


12.0 


TOTAL 
2040 
1033 


WEIGHTED 

%claimants 
2 
1 


=—]2O00—]—2 FOON HAaBINNFOAOCOHKF SKA — 
ARUUBRRUBADOBANENNIAN®O 


W — 
NM oO 
wi 


ee 


= 202 ~ 


QUESTION 29 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
NUMBER OF RECORDS 1394 Seb 91 2040 
NUMBER USEABLE 1353 539 87 1979 
TOTAL PAYMENT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 
4S %claimants %$ «6%&claimants %$ %claimants %S %claimants 
LESS THAN $1,000 ese, 28.5 0.6 17.8 0.8 31.0 1.4 27. 
$1,001 TO $2,000 Dot 1250 dS: 14.5 0.8 9.2 2.0 12. 
$2,001 TO $3,000 2.8 10.7 1.6 83 0.8 Sef eet 10. 
$3,001 TO $4,000 2.4 6.4 as0 9.5 0.9 4.6 2.3 6. 
$4,001 TO $5,000 2.7 5.0 1.7 S52 0.0 0.0 2.6 Py 
$5,001 TO $6,000 2.9 5.0 1.6 4.1 1.4 4.6 2.8 4. 
$6,001 TO $7,000 2.8 4.1 2.3 4.8 0.4 1.1 Cal 4, 
$7,001 TO $8,000 1.6 2.0 2.4 4.3 G25 121 1.6 a 
$8,001 TO $9,000 2.3 2.6 1.9 3.0 het 23 eae Zz 
$9,001 TO $10,000 2.6 2.6 2.0 2.8 Zea 4.6 2.6 2. 
$10,001 TO $15,000 10.5 8.1 6.8 7.6 5.6 8.0 10.1 8. 
$15,001 TO $20,000 6.8 3.7 4.7 3.7 3.3 3.4 6.7 3. 
$20,001 TO $25,000 so 1.4 S25 o> 4.4 3.4 3.4 : 
$25,001 TO $50,000 15:7 4.1 16.0 5.9 23.8 12.6 15.8 4 
$50,001 TO $75,000 6.0 0.9 9.4 eau 3 3.4 6.3 1 
$75,001 TO $100,000 5.9 0.7 5.8 0.9 129 2.3 5.9 0 
$100,001 TO $200,000 8.0 0.5 19.6 T3f 9.0 Vet 8.8 0 
$200,001 TO $300,000 5.7 0.2 321 0.2 0.0 0.0 5.4 0 
$300,001 TO $400,000 8.6 0.2 4.2 O52 21.6 T 8.4 0 
$400,001 TO $500,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 
MORE THAN $500,000 5.9 0.1 7.0 0.2 0.0 0.0 6.0 0 


Note! : "%$" means percentage of total dollars paid to claimants in each band. 
Note2 : "%claimants" means percentage of claimants in each band. 








1 
| 
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JMBER OF RECORDS 
JMBER USEABLE 














S OF EMPLOYMENT INCOME 
HER SPECIAL DAMAGES 







A/FLA 
TURE EMPLOYMENT INCOME 
JSTURE CARE 


TY AND PARTY COSTS 
EJUDGEMENT INTEREST 








S OF EMPLOYMENT INCOME 
HER SPECIAL DAMAGES 

- PECUNIARY 
LRA/FLA 
TURE EMPLOYMENT INCOME 
UTURE CARE 
ROSS-UP FOR TAX 
UND MANAGEMENT 
ARTY AND PARTY COSTS 
REJUDGEMENT INTEREST 


XEAKDOWN OF SETTLEMENT /AWARD 


REAKDOWN OF SETTLEMENT/AWARD 
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QUESTION 30 


PRIVATE PASSENGER 
1394 
1394 


PRIVATE PASSENGER 
% total $ 


od 


a 
NOORKRWOOUUY 


_= 
Op O02] O FUNW 


—_ =D 


tel : "% total $" means percentage of total B.1. 


PRIVATE PASSENGER 


4c laimants 


ON W 


Wu 
e e e e 
NOOO H]HNNWAF & 


COMMERCIAL 
a0 
555 


COMMERCIAL 
% total $ 


— 


— 
IOI ON OE aie 


eat 


e e 
OWOAUAWWOW 


dollars. 


COMMERCIAL 
“claimants 


=— 0OWW 
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MOTORCYCLE 
91 
91 


MOTORCYCLE 
% total $ 
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MOTORCYCLE 
“claimants 


Rae 
e e e 


—_ 
NUD OOUUD DO 


Sui 
OOOO OMUN 


TOTAL 
2040 
2040 


WEIGHTED 
% total $ 


—~ 
W 


oj-/o0o0=2+0 UNM 
e e 
NOOF KF HF HOVW 


S 


_) 


=> =D 
° ° ) 


WEIGHTED 
“claimants 


oN WW 


AFRO RSHNNAUO & 


W ul 


otel : "Xclaimants" means percentage of total claimants receiving each head of damages. 


NUMBER OF RECORDS 
NUMBER USEABLE 


FLRA/FLA CLAIMS 


SPOUSE 
CHILDREN 
OTHERS 


NUMBER OF RECORDS 
NUMBER USEABLE 


BREAKDOWN OF INTERNAL EXPENSES 


FEES PAID TO INSURER'S LAWYER 
FEES ALLOCATED TO IN-HOUSE LAWYER 
COST OF INDEPENDANT ADJUSTER 

COST OF DEFENCE MEDICAL 

COST OF OTHER EXPERTS 


OTHER 


= Sa= 


QUESTION 31 


PRIVATE PASSENGER 
1394 
1394 


PRIVATE PASSENGER 
%claimants 


COMMERCIAL 
555 
555 


COMMERCIAL 
%claimants 


NW 
ano 


QUESTION 32 


PRIVATE PASSENGER 
1394 
1394 


PRIVATE PASSENGER 
% total $ 


COMMERCIAL 
555 
555 


COMMERCIAL 
% total $ 


Notel : "% total $" means percentage of total B.I. dollars. 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
%c laimants 


Noo 
OW 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
% total $ 


TOTAL 
2040 
2040 


WEIGHTED 
%claimants 


N — — 
e 
mond 


TOTAL 
2040 
2040 


WEIGHTED 
% total $ 


= 1D 






































QUESTION 36 
/ PRIVATE PASSENGER COMMERCIAL 
JMBER OF RECORDS 1394 555 
MBER USEABLE 1394 555 
‘ME TILL MEDICAL REPORT PRIVATE PASSENGER COMMERCIAL 
| %c laimants “claimants 
|THIN ONE MONTH rer6 9.0 
‘TO 2 MONTHS 6.5 7.0 
‘TO 3 MONTHS 7.4 Bi 
‘TO 4 MONTHS 5.2 6.3 
TO 5 MONTHS 4.0 4.7 
‘TO 6 MONTHS 3.8 3.6 
TO 9 MONTHS 9.1 11.9 
TO 12 MONTHS 7.5 9.4 
’ TO 24 MONTHS 14.7 eh 4 
TO 36 MONTHS 4.2 5.4 
» TO 48 MONTHS 0.5 0.9 
} TO 60 MONTHS 0.1 0.4 
RE THAN 60 MONTHS 0.1 0.0 
NE RECEIVED 29.3 22.7 
DIAN LOSS CIN WEEKS) excluding permanent 7.0 8.0 


| 
( 


! 


| 


| PRIVATE PASSENGER 
MBER OF RECORDS 1394 
MBER USEABLE 1394 


PRIVATE PASSENGER 


DITIONAL INFORMATION 
4c laimants 

















PRESENTED BY COUNSEL Ee Py 
TION COMMENCED 23.3 
AMINATION FOR DISCOVERY 12.3 
SE PRE-TRIED 4.2 
SE TRIED BY JURY 0.2 
‘SE APPEALED O51 
PEALED BY PLAINTIFF 0.0 


QUESTION 37 


COMMERCIAL 
559 
555 


COMMERCIAL 
%claimants 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
%e laimants 


—_ 


= 
e e . e 


FOK OUANUOAVUUIO SH 
NO $-$OUUNUAUUO BW 


N 
e 


wi 
e 
So 


MOTORCYCLE 
91 
91 


MOTORCYCLE 
“claimants 


PS) 
2 
1 


tel: "% claimants" does not add to 100% as the events are not independant. 


TOTAL 
2040 
2040 


WEIGHTED 
%claimants 


—" 


Oe SA UMW OVYUIW ON USO 


— 
eet 
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TOTAL 
2040 
2040 


WEIGHTED 
%claimants 


= MN vi 


NUMBER OF RECORDS 
NUMBER USEABLE 


SETTLEMENT CONCLUDED 


BEFORE ACTION COMMENCED 

BEFORE DISCOVERY EXAMINATION 
BEFORE PRE-TRIAL 

WITHIN 10 DAYS OF/AT PRE-TRIAL 
BEFORE ACTION CALLED FOR TRIAL 
AT TRIAL 
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QUESTION 38 
PRIVATE PASSENGER COMMERCIAL 
1394 555 
1385 539 
PRIVATE PASSENGER COMMERCIAL 
“claimants “claimants 
76.8 66.8 
10.7 14.8 
8.2 10.9 
0.7 2.6 
3.0 4.3 
0.6 0.6 


MOTORCYCLE 
91 
90 


MOTORCYCLE 
% laimants 


TOTAL 
2040 
2014 


WEIGHTED 
*%claimants 


— Ee 


YELLOW FORM 


General Instructions 


ae Indicate company number, your initials and claim 


number clearly for future reference. 


2. This survey form is to be completed for each 
claimant. For example, if an accident gives rise to 
three claimants, three separate forms have to be 


completed. 


3% All dollar figures are in whole dollars. Absolutely 


no cent should be shown. 


4. All dollar figures which should balance to the 


answers of other questions will be checked. 


at All dates are in international convention. They are 


shown as year, month and day. 


ee Do not leave date blank. Use UN for unknown only if 


the information is unavailable. 


7. Where a dollar amount is expected, a blank will imply 
0. If there is no information to make an estimate, 


use UN for unknown. 


8. Where a check mark "X" or a selection "a number" is 
expected, you MUST pick the most appropriate 


category. Otherwise, the form will be returned. 


10 March 1987 


~tIo0. = 


MOTOR VEHICLE ACCIDENT BENEFIT CLAIM SURVEY 


[1] Company number {| | |] |} 


i2)e NOUr INnttialowu! eile ras 


[3] Claim number ! \ ' 1 \ ' i \ i ' ' ' ! 1 
Se a eee ee ee ee ee EE ee 


[4] Claimant number | | | 


[5] Coverage (check one box) | | A.B. |__, uninsured motorist 


[6]. Policy, limit (section*A)- fo} 45 OO 10} 


[7] Claimant category | | 


1: driver 4: other passenger in insured's vehicle 
2: spouse of driver 5: pedestrian 
3: dependent child 6: other 


{8} Sex of claimant [| [| 1: male 2: female 


[9] Age of claimant | {| | as of the date of accident 


[10] Accident type | | 1: single vehicle 2: multiple vehicle 


[11] Vehicle type | | insured's vehicle {| _, Claimant's vehicle 


1: car 2: truck/van 3: motorcycle 4: bus 5: snow vehicle 6: AIV 


[12] Degree of fault (based on your assessment): your insured | | | | % 


Claimant}. jsf 2 The two figures need not add up to 100%. 


ote | da 


[13] IBC statistical territory code {7 { {| | of your insured vehicle. 


[14] Place of accident (check one box) {| | Ontario |_|} Quebec 
| |__| other jurisdictions in Canada | | U.S.A. 


m5) IBC class code {| {| | 


Mey, (bate of accicent...Y¥ [1 [9 [| | MM fast | DDT J. 


[17] Date when an accident benefit payment or reserve was set up (whichever is 


| earlier) YY |! ! ! { ' MM ! ! ! DD ! ' ' 


[18] Date of first payment to claimant 


Vy tetGed tO CMM eels ee DD aay 


'19] Amount of first payment to claimant $} {| | {| | | } 


\nswer questions 20 and 21 if the claim is uninsured motorist coverage or the 


iecident benefit claim is in dispute or litigation. 


20] First verbal offer to settle was made by | {| claimant/representative 
|__| your company | | neither party (i.e. no verbal offer was made ) 


Date of first verbal offer to settle 


NY AA ofl sae MMO eee DD ae 
2 eon! Ri ey Beat a a © (a ae & 


[21] First written offer to settle was made by | | claimant/representative 
1! your company {| | neither party (i.e. no written offer was made) 


Date of the first written offer to settle 


Se ee ee MI ee DD eck a 
See Ei Le Beeb | ee Bee ; a ee 


= ee 


= 500. = 


[22] Date of settlement (i.e. last payment to claimant) 
VEO et OE, CMM Sh ie Dom eae reed 
If claim is still outstanding, | | check here. 

[23] Condition of claimant {| {| 1: deceased 2: injured 


[24] Type of injury (Check more than one if necessary) 
INSTRUCTION: first check the part(s) of the body injured, then check the 
type(s) of injury corresponding to the part of the body. 


Part of Body Description of Injury 
edo NORE |__| nominal value (shaken up) 


|__| psychological trauma 


Pant -O> Drain or |__| paraplegic or quadraplegic or vegetative 
spinal column state | | other 

{Peer Dead |_| fracture | | concussion 

(LC re Lace [eae EACUULe rary laceration with scar 


1 1 1 om 
tec | laceration no scar 


[wet ©3 eye |__| partial loss or loss of use of 1 or 2 eyes 


|__| total loss or loss of use of 1 or 2 eyes 


Loe 4eare |__| partial loss or loss of use of 1 or 2 ears 


| | total loss or loss of use of 1 or 2 ears 


lise} ¢ -Senose | _{ resulting in disfigurement 


| _{ no disfigurement 
| {| 6 teeth and jaw LU fracture, |ns| loss of Ceeths jf. {other 


!__{| 7 voice and larynx j j{ loss of voice | | other 


Part of Body 


1 10 


Bi 11 


mi i2 


Bi 15 


_| 16 


chest and ribs 


internal organs 


shoulder 


arm and hand 


elbow 


wrist 


pelvis and hip 


leg and foot 


knee 


ankle 


= 501 


{|__| soft tissue |__| vertebrae/disc fracture 


|_| psychological trauma 


|} soft tissue || vertebrae/disc fracture 


|__| psychological trauma 


Description of Inj 


1 | | t 
peas, fracture | | other 


|__| surgery is required | | other 


tf _{ soft tissue | | fracture 


|__| laceration | j other 

| _ j fracture |__| loss of arm or hand 

|__| loss of both arms or hands 

| {| laceration | j loss of fingers | | other 
Pe iP tracturer a.) otner 

_#| fracture; @ | other 

tier Lactures | | Other 

| | fracture |__| loss of leg or foot 

| {| laceration | { loss of both legs or feet 
fee Ounce 


| { soft tissue etree cuLeas), | other 


] { | 
es fracture [| | other 


[25] 


[26] 


[27] 


[28] 


[29] 


[30] 


[31] 


Employment | {| 1: employed 
2: homemaker 
3: student 


Type of employment | | 


2: managerial/professional 


Gross employment income (weekly) 


=~ 43502 = 


4: retired 
5: unemployed 


6: employed part-time 


1: self-employed 


s I | ! | 1 


Amount of actual time loss | | Yrs. | | | Mos. 


including intermittent time off. 


it blank. 


7: preschooler 
8: other 





[wtp |, Weeks 


Use your best estimate here, do not leave 


Total gross amount of payment to claimant and oustanding reserve (includine 


uninsured motorist coverage) §$ 


' \ \ t \ \ ' 
pes ed eee es Peet a eee & 


equal to the sum of question 30 and 34. 


Section B benefits 

medical 

rehabilitation 

disability 

housewife disability benefit 
funeral 

death 

Quebec Part III 

total 


ips Sipe Sipe ape “dps Gdpa Sdpe <opz 


Employer salary continuance programs 


Sick leave with pay {ft _ | _ f % salary 


Short term disability 
Long term disability 


(ign al Seay see 


fae Ee 


Payments 


1 1 
{| unknown 


i] ° 


salary , Sal 


nips sips Gdpo —dps cies dpm <dps “dpe 


This amount must 


Reserve 


~~ 563) ~ 


32] Government programs {| | unknown 


LANES 8 et \ ' \ \ 1 ' \ 
C.P.P. S ! ' ' ! \ i \ ' 
Workers' Compensation Sake pe cate EF) 
Other cu ' ' \ \ i ' ! 


33] Additional information (check yes or no): 


YES NO 
(a) Was claimant represented by counsel? ly ee 
(b) Was action commenced? we pot 
(c) Was there examination for discovery? aD fo 
(a) Was case pre-tried? Healt ree 
(e) Was case tried by jury? sala ue 
(f) Was there an appeal? hare ee 
(g) If appealed, was case appealed by plaintiff? jieeert: Hee 
(h) Was claim settled by arbitration? peer eae 


uswer the rest of the questions only when there are B.I. uninsured motorist 


4yments or reserve. 


34] Total gross amount of payment to claimant and reserve, including costs, 
disbursements and prejudgement interest S$ {| | {| | {| {| | | This 
amount MUST equal to the sum of 35 (a), (b), (c) and (d). 


35] Settlement, or breakdown of award if case tried: 
(a) Special damages (net of Section B): 


Payments Reserve 
loss of employment 
income to trial or 
settlement Yn Ya eo As De le 
other income loss Stee) i ost Beiceg| eapa| 


medical and hospital 


(above OHIP) s ' ! ! t ' ! H S ! ' ! \ | i I 
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funeral expense i een pee Oe eae ee 
other Ss! ! ! ! \ \ ' 
sub-total ht tiles ital bel is ae a 


Sop 695 ler 


(b) General damages (net of Section B if applicable): 
Payments 
non-pecuniary Sxl loath sthacthy ievt4 
FLRA/FLA [must equal 
36 (a) + (b) +(c)] Se RSI vel aaa ay yee 
future employment income $ {| {| {| {| {| | | 
future care Sa rsek tg oath eee 
gross-up for tax 
fund management 
sub-total 


WY UW 


(c) Party to party costs 
including 


disbursements 


(a) Prejudgement interest of aakea oes ened ad ae ocr 


| _{ stated in settlement 
estimated 


' ' 
AE 


[36] Family Law Reform Act/Family Law Act claims: 
(a) Spouse: Payments 
Amount paid s 1 t ' 1 \ 1 ' 


(b) Children: 
Number of claimants 
Number of claimants paid 


Amount paid Sastre ot lS Shes! 


9pp ipa <dps Gipa sépa oipq 


= ipo = 


(c) Other relatives and others: 


Number of claimants Dee al 
Number of claimants paid Teeny ee 
Amount paid See kek ee eee eee ee omlied tee lot 
'} Breakdown of internal expenses (exclude staff adjuster): 

(a) Fees paid to insurer's lawyer roy a a ee 

(b) Fees allocated to in-house lawyer roe ee Fal Sa pe a ee es 

(c) Cost of independent adjuster iat al nd a ce a 

(d) Cost of defence medical ig iad ee eee | ad el ee 

(e) Cost of other experts Sa fob ofc ae 

(f£) Other rouble Nod ieee Oe Bl) eae 


] If claim settled, indicate when settlement was concluded (check only ONE): 
(a) before action commenced fe 


(b) after action commenced but before examination for discovery ore 


(c) after examination for discovery but before pre-trial Siena 
(ad) at pre-trial or as an immediate consequence of pre-trial Ue 
(e) between pre-trial and date action called for trial ale 
(re eatetiial as 


] Did gross value of claim exceed policy limit? | | Yes | | No 


If yes, what was the gross value S$} | {| | {0 {0 {0 | 


} Was the claim a structured settlement? | | Yes | | No 


If yes, answer the following: 


(a) gross amount of claim [from question 34] S$! {| | {| } | { J 
(b) interim payments Sa to NC Aes 
(c) party to party costs [from 35 (c)] Cee rel tec tabahe gee ae 
(a) cost of annuity [must equal 

AO Majid) ic) ) al red me On ed 


(e) brokerage fee or other fee (if known) Se ee ie 


=~ 5660 -- 


SUMMARY ANALYSIS OF MOTOR VEHICLE A.B. CLAIM SURVEY (YELLOW FORM) 


QUESTION 6 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
NUMBER OF RECORDS 890 338 191 1415 
NUMBER USEABLE 884 LEY A 191 141¢ 
POLICY LIMIT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTEL 
OF INSURED *%accidents *%accidents %accidents %accider 
UP TO $200,000 5.4 6.8 28.8 Sa 
$300,000 4.5 Cut 126 4. 
$500,000 43.7 38.0 55.5 43. 
$1,000,000 43.6 46.3 13.6 43. 
OVER $1,000,000 2.8 6.2 oc5 Sn 
QUESTION 7 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAI 
NUMBER OF RECORDS 1138 406 210 175. 
NUMBER USEABLE 1138 406 210 175 
CLAIMANT CATEGORY PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEI GHTEI 
%claimants %claimants %claimants %c Laima 
DRIVER 61.4 60.6 83.8 61.) 
SPOUSE OF DRIVER 8.6 5:7 1.4 8. 
DEPENDENT CHILD 1.8 0.7 0.5 14 
PASSENGER (NOT NAMED INSURED) 21.e 20.9 10.5 ral 
PEDESTRIAN 5.6 Tis 2.4 6. 
OTHER 1.4 v0 Tan 19 
QUESTION 8 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTA 
NUMBER OF RECORDS 1138 406 210 174 
NUMBER USEABLE 1137 404 210 17% 
SEX OF CLAIMANT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTE 
%claimants %claimants %claimants %claimé 
MALE 47.8 65.6 87.1 49. 
FEMALE Beet 34.4 12.9 50. 


3ER OF RECORDS 


3ER USEABLE 


OF CLAIMANT 


$ THAN 16 YRS 


10 18 YRS 
10 20 YRS 
[0 22 YRS 
10 24 YRS 
[10 29 YRS 
[0 34 YRS 
[0 39 YRS 
10 44 YRS 
10 49 YRS 
[10 54 YRS 
[0 59 YRS 
10 64 YRS 
[10 69 YRS 


= THAN 69 YRS 


3ER OF RECORDS 


3ER USEABLE 


= OF ACCIDENT 


SLE VEHICLE 
TI VEHICLE 
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QUESTION 9 


PRIVATE PASSENGER 
1138 
1138 


PRIVATE PASSENGER 
%claimants 


bh 


NRF EROODWODE OAOAAANA 
VINRONVUWWO- DN eNON 


QUESTION 10 


PRIVATE PASSENGER 
890 
890 


PRIVATE PASSENGER 
*%accidents 


19.6 
80.4 


COMMERCIAL 
406 
406 


COMMERCIAL 
%claimants 


— > 


S22 WENUVUOWOUWNROANUS 
MUNN SF -OWANDOA ON 


COMMERCIAL 
338 
338 


COMMERCIAL 
%accidents 


CDiait, 
74.3 


MOTORCYCLE 
210 
210 


MOTORCYCLE 
%Claimants 


ba | 
OOOFDODOW =F EFOWNUISI 


MOTORCYCLE 
191 
191 


MOTORCYCLE 
*%accidents 


40.8 
59 5e 


TOTAL 
1754 
1754 


WEIGHTED 
%claimants 


—_— 


N= FEL RARDODOWEFOWAAaAN 
FAONNNFNUOVUI—- WOOO 


TOTAL 
1419 
1419 


WEIGHTED 


%accidents 


20.2 
79.8 


NUMBER OF RECORDS 
NUMBER USEABLE 


ACCIDENT VEHICLES 


INSURED OTHER 

CAR - SINGLE VEHICLE 
CAR - CAR 

CAR - TRUCK 

CAR - MOTORCYCLE 

CAR - OTHER 

INSURED OTHER 

TRUCK - SINGLE VEHICLE 
TRUCK - CAR 

TRUCK - MOTORCYCLE 
TRUCK - TRUCK 

TRUCK - OTHER 

INSURED OTHER 


MOTORCYCLE - SINGLE VEHICLE 
MOTORCYCLE - CAR 

MOTORCYCLE - TRUCK 
MOTORCYCLE - MOTORCYCLE 
MOTORCYCLE - OTHER 


NUMBER OF RECORDS 
NUMBER USEABLE 


DEGREE OF FAULT OF CLAIMANT 


NONE 
LESS THAN 100% 
100% 


NUMBER OF RECORDS 
NUMBER USEABLE 


IBC STATISTICAL TERRITORY 


METRO TORONTO 
URBAN (NOT TORONTO) 
RURAL 
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QUESTION 11 


PRIVATE PASSENGER 
890 
821 


PRIVATE PASSENGER 
%accidents 


an 
ooo vo 
ao-oon 


e e s e e 
ooao0o0o°o 


ooo°o°o 
e e e 4 s 
foo i on I ao i i) 


QUESTION 12 


PRIVATE PASSENGER 


PRIVATE PASSENGER 
%claimants 


7 
5 


WON 


17 


QUESTION 13 


PRIVATE PASSENGER 
890 
886 


PRIVATE PASSENGER 
%accidents 


COMMERCIAL 
338 
109 


COMMERCIAL 
%accidents 


ooo°o°o 
oooko ooo°o°o 


ooao°o°o 
e e e 
ooaoo°o°o 


COMMERCIAL 
406 
406 


COMMERCIAL 
%claimants 


Fae 
fal 
Ver 


COMMERCIAL 
338 
338 


COMMERCIAL 
%accidents 


MOTORCYCLE 


191 
180 


MOTORCYCLE 
%accidents 


oo0o°0o°o 
ooo0o0o 


. e e 
oOooO0o°o°o 


Ws 
OWN ON 
OWO-O 


—_ 


MOTORCYCLE 
210 
210 


MOTORCYCLE 
%claimants 


Sa 
viuli oO 
mn vi 


MOTORCYCLE 
191 
190 


MOTORCYCLE 
Zaccidents 


TOTAL 
1419 
1110 


WEIGHTED 
%accidents 


OOONWN 
-0oOOO 


oo0o0°0°o 
e 
Oe ma & L& 


TOTAL 
1754 
1754 


WEIGHTED 
%claimants 


77 
5 


aon nr 


17 


TOTAL 
1419 
1414 


WEIGHTED 
%acciden 


38.6 
32.4 
29.1 


MBER OF RECORDS 
MBER USEABLE 


ACE OF ACCIDENT 


ITARIO 

JEBEC 

HER PROVINCES 
A 


JMBER OF RECORDS 
JMBER USEABLE 


ME TILL FIRST PAYMENT 


THIN ONE MONTH 
TO 2 MONTHS 

TO 3 MONTHS 

TO 4 MONTHS 

TO 5 MONTHS 

TO 6 MONTHS 

TO 9 MONTHS 

TO 12 MONTHS 

» TO 24 MONTHS 
+ TO 36 MONTHS 
» TO 48 MONTHS 
3 TO 60 MONTHS 
IRE THAN 60 MONTHS 


DIAN CIN MONTHS) 


=m 


QUESTION 


PRIVATE PASSENGER 
890 
890 


PRIVATE PASSENGER 
%accidents 


14 


COMMERCIAL 
338 
338 


COMMERCIAL 
*%accidents 


QUESTION 18 


PRIVATE PASSENGER 
1138 
1069 


PRIVATE PASSENGER 
%claimants 


> SOOOWW Ok vn 
OOOORAAWUa>NWrA Ul 


So 


COMMERCIAL 
406 
385 


COMMERCIAL 
%claimants 


OOOOWFWN 
So OOOOFF AON —|ODOA 


S 


MOTORCYCLE 
191 
191 


MOTORCYCLE 
%accidents 


MOTORCYCLE 
210 
205 


MOTORCYCLE 
%claimants 


W ODOOONN YVUWWO ® 
OOOO MOF FF OWWOO® 


oO 


TOTAL 
1419 
1419 


WEIGHTED 
*zaccidents 


TOTAL 
1754 
1659 


WEIGHTED 
%claimants 


GOPOOOWWOA FS UIs 
OOOOAN HF AaeWNn WO © 


S 
e 
© 


= 3.0 = 


QUESTION 22 


PRIVATE PASSENGER COMMERCIAL 
NUMBER OF RECORDS 1138 406 
NUMBER USEABLE 943 355 
TIME TILL LAST PAYMENT TO PRIVATE PASSENGER COMMERCIAL 
CLAIMANT “claimants %claimants 

WITHIN ONE MONTH 16.9 16.1 
1 TO 2 MONTHS 15.9 16.6 
2 TO 3 MONTHS 10.4 1125 
3 TO & MONTHS fad ie 
4 TO 5 MONTHS 7.4 6.8 
5 TO 6 MONTHS 6.4 Sat 
6 TO 9 MONTHS 12.9 1135 
9 TO 12 MONTHS 8.2 9.9 
12 TO 24 MONTHS 14.0 1123 
24 TO 36 MONTHS 0.2 0.3 
36 TO 48 MONTHS 0.0 0.0 
48 TO 60 MONTHS 0.0 0.0 
MORE THAN 60 MONTHS 0.0 0.0 
MEDIAN CIN MONTHS) 0 4.0 


QUESTION 23 


PRIVATE PASSENGER COMMERCIAL 
NUMBER OF RECORDS 1138 406 
NUMBER USEABLE 1138 406 
CONDITION OF CLAIMANT PRIVATE PASSENGER COMMERCIAL 

“claimants “claimants 
DECEASED 1,3 4.2 
INJURED 98.7 95.8 


MOTORCYCLE 
210 
200 


MOTORCYCLE 
%claimants 


— —2 — 2 f\) 


e e 
OoooouuMouUouWUM 


oO 


MOTORCYCLE 
210 


210 


MOTORCYCLE 
%claimants 


Oo 


TOTAL 
1754 
1498 


WE I GHTEL 
4c laimar 


eee as 
oo 


= 


e s e e ° e e e 
oO OoonnaWwWowrovl 


WEIGHTE 
4c laime 


e DIL =< 


QUESTION 24 


PRIVATE PASSENGER COMMERCIAL 
MBER OF RECORDS 1138 406 
MBER USEABLE 1138 406 
PE OF INJURY PRIVATE PASSENGER COMMERCIAL 
%claimants *claimants 
NE 
OMINAL VALUE (SHAKEN UP) 8.1 6.2 
SYCHOLOGICAL TRAUMA O75 0.2 
AIN OR SPINAL COLUMN 
ARAPLEGIC, QUADRAPLEGIC OR VEGETATIVE STATE 0.2 0.2 
THER At 0.5 
AD 
RACTURE 0 1.2 
ONCUSSION het 7.4 
CE 
RACTURE O.7 0.5 
ACERATION WITH SCAR 2.3 3.0 
ACERATION - NO SCAR 4.4 4.2 
ES 
ARTIAL LOSS OR LOSS OF USE OF 1 OR 2 EYES 051 0.2 
OTAL LOSS OR LOSS OF USE OF 1 OR 2 EYES 0.1 0.0 
RS 
ARTIAL LOSS OR LOSS OF USE OF 1 OR 2 EARS 0.1 0.0 
OTAL LOSS OR LOSS OF USE OF 1 OR 2 EARS 0.0 0.2 
ISE 
ESULTING IN DISFIGUREMENT 0.2 0.0 
O DISFIGUREMENT 15 225 
ETH AND JAW 
RACTURE 0.8 0.5 
OSS OF TEETH 0.7 y hog 
THER 2.8 2.0 
NICE AND LARYNX 
OSS OF VOICE 0.0 0.0 
THER 0.1 O52 
CK 
OFT TISSUE 57.9 50.7 
VERTABRAE/DISC FRACTURE 0.2 0.5 
SSYCHOLOGICAL TRAUMA 1.8 dae 
\CK 
OFT TISSUE 39.1 xi Pe} 
IERTABRAE/DISC FRACTURE ioe OR 
SYCHOLOGICAL TRAUMA | 1.0 


EST AND RIBS 
RACTURE aS EY 
THER 5.2 8.4 


MOTORCYCLE 
210 
210 


MOTORCYCLE 
%claimants 


TOTAL 
1754 
1754 


WEIGHTED 
“claimants 


TYPE OF INJURY 


INTERNAL ORGANS 
SURGERY IS REQUIRED 
OTHER 


SHOULDER 
SOFT TISSUE 
FRACTURE 
LACERATION 
OTHER 


ARM AND HAND 

FRACTURE 

LOSS OF ARM OR HAND 

LOSS OF BOTH ARMS OR HANDS 
LACERATION 

LOSS OF FINGERS 

OTHER 


ELBOW 
FRACTURE 
OTHER 


WRIST 
FRACTURE 
OTHER 


PELVIS AND HIP 
FRACTURE 
OTHER 


LEG AND FOOT 

FRACTURE 

LOSS OF LEG OR FOOT 
LACERATION 

LOSS OF BOTH LEGS OR FEET 
OTHER 


KNEE 

SOFT TISSUE 
FRACTURE 
OTHER 


ANKLE 
FRACTURE 
OTHER 


= oe. = 


QUESTION 24 continued 


PRIVATE PASSENGER 


%claimants 


NYmwuuw WO 


oo-0 
e e 


Wo-a°o=— 
vianooon 


N Oo 


th) — 
Wo 


FOoO-P- OW 
° e e . 


wo-oOO0 


-—-O ® 
&WO 


oO + 


COMMERCIAL 
%claimants 


— —2 
e e 
No 


FON OOO =ONnN Oo 
° e eo: ke eo (eye 450 
Ono 


ONUOON 


N O 
e e 
NM 


— — Dd 
s e 
wo 


NN 
vn 


AOWOF 
NOOO DO 


= = HO 
NON 


WO 
on 


MOTORCYCLE 
%claimants 


=O AW N Oo 
ovi 


& UN 


WOnodorsd 
OOnNoOoOOo 


WEIGHTED | 
%c Laimant 







| 
! 


(BER OF RECORDS 














| 


PLOYED PARTTIME 
SCHOOLER 


i 








BER OF RECORDS 
(BER USEABLE 


PLOYMENT TYPE 











.F EMPLOYED 

















IAGERIAL/PROFESSIONAL 


—H1 4 


QUESTION 25 


PRIVATE PASSENGER 
1138 
1078 


PRIVATE PASSENGER 
%claimants 


CORRWUANN 
VIWAIN UW © PP 


COMMERCIAL 
406 
384 


COMMERCIAL 
“claimants 


Ouc@s > 6 ea, een 28 
VIWN = WO WW 


QUESTION 26 


PRIVATE PASSENGER 
1078 
913 


PRIVATE PASSENGER 
%claimants 


COMMERCIAL 
384 
338 


COMMERCIAL 
%claimants 


ui — aa 
COWOosd 
OWOM 


MOTORCYCLE 
210 
200 


MOTORCYCLE 
%claimants 


ee a ere eae 
6 e e e e e es es 
VWUWIuUUUuIoO oO vl 


MOTORCYCLE 
200 
181 


MOTORCYCLE 
%claimants 


© 
W& UIO 
oe ee ey 


TOTAL 
1754 
1662 


WEIGHTED 
%claimants 


OOF FWANNY 
UIW OO OSWWAa OO 


TOTAL 
1662 
1432 


WEIGHTED 
%claimants 


NUMBER OF RECORDS 


NUMBER USEABLE 


GROSS WEEKLY EMPLOYMENT INCOME 


LESS 
$201 
$301 
$401 
$501 
$601 
$701 
$801 
$901 
MORE 


THAN $200 
TO $300 
TO $400 
TO $500 
TO $600 
To $700 
TO $800 
TO $900 
TO $1000 
THAN $1000 


AVERAGE $ 


£574 -- 


QUESTION 27 


PRIVATE PASSENGER COMMERCIAL 
913 338 

734 295 

PRIVATE PASSENGER COMMERCIAL 
%claimants %claimants 
23.4 21.0 

23.2 19.7 

19.1 18.0 

12.9 Wat ms 

9.7 12.9 

5.9 4.4 

2.5 out 

120 2:0 

Of7. 0.7 

1.8 1.4 

373.22 394.72 


MOTORCYCLE 
181 
159 


MOTORCYCLE 
%claimants 


— 
‘Oo 
ui 


N 
WORnowWU-ADn Oo 


ee. 


TOTAL 
1432. 
1188, 


WEIGHTED 
%c Laiman 


— — —-s f~) PI 


e e e e e e e . e s 


374.8) 


= Side 


QUESTION 28 











| PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
BER OF RECORDS 1138 406 210 1754 
IBER USEABLE 786 308 163 1257 
UAL TIME LOSS PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 

%claimants %claimants %claimants %claimants 
EEK 17.3 13.0 15.3 17.0 
'EEKS 14.4 117 1Su5 14.2 
‘EEKS cre f 6.8 4.3 4.9 
/EEKS ies 6.8 6.1 hey 
NTHS deed 12.0 16.0 Ze 
NTHS 10.4 14.3 13.5 1077 
NTHS 5.3 B41 11.0 5.6 
NTHS 6.0 5.2 2.5 5.9 
NTHS 5.0 3.2 1Vé2 4.8 
NTHS Ee 3.9 2.5 oat 
NTHS 2.3 1.9 132 2.3 
NTHS 1.4 1.6 2.0 1.4 
ONTHS Ve 1.3 1.8 Te2 
ONTHS 1.3 1.6 0.0 1.3 
MONTHS 0.3 1.0 0.0 0.3 
/EARS 7.4 6.2 4.9 Te 
EARS 0.8 1.0 ice 0.8 
EARS 0.0 0.0 0.0 0.0 
/EARS 0.0 0.0 0.0 0.0 
MANENT 0.0 0.3 0.6 0.0 
RAGE LOSS (IN WEEKS) perm=5yrs 15.6 16.4 15.3 15.6 
/RAGE LOSS (IN WEEKS) perm=20yrs 15.6 18.9 20.1 15.9 
6.0 8.0 7.0 2 


TAN LOSS (IN WEEKS) excluding permanent 





6. 
el: In calculating average, "perm=5yrs" means permanent disabilities are considered to be 
be 


5 year loss. 
e2: In calculating average "perm=20yrs" means permanent disabilities are considered to 2 


a 
a 20 year loss. 














= OE 


QUESTION 29 


PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
NUMBER OF RECORDS 1138 406 210 1754 
NUMBER USEABLE 1136 402 209 1747 
TOTAL PAYMENT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED 

%$ &claimants %$ claimants %$ 8 %claimants %$ %claimants 
LESS THAN $1,000 6.8 60.3 rey 60.2 8.0 57.4 6.8 60.3 
$1,001 TO $2,000 7.6 S27. 6.9 13.9 10.2 Tee tae 13.4 
$2,001 TO $3,000 7.4 Cat 5.0 Dok 9.5 9.6 Pao tag 
$3,001 TO $4,000 5.6 4.1 5.9 4.7 S25 2.4 5.6 4.2 
$4,001 TO $5,000 4.0 2.3 5.8 Sah 5:0 1.9 4.1 2.4 
$5,001 TO $6,000 4.9 2.3 6.3 Sue Ze 1.0 +0 aa 
$6,001 TO $7,000 HATS tet 2ai3 1.0 2.6 1.0 nf 1a 
$7,001 TO $8,000 3.0 Aen ss 0.7 0.0 0.0 2.9 1.q 
$8,001 TO $9,000 2.9 0.9 0.0 0.0 ae 0.5 raeY 0.8 
$9,001 TO $10,000 ae ant ye 0.5 3.9 1.0 3.8 1.0 
$10,001 TO $15,000 13.4 2.9 15.6 3.9 24.0 4.8 13.6 37a 
$15,001 TO $20,000 8.4 a ler 6.4 1.8 9.8 1.4 8.3 1.2 
$20,001 TO $25,000 3.0 0.4 0.0 0.0 4.0 0.5 2.8 0.3 
$25,001 TO $50,000 fas 0.6 13.3 1.2 17.3 1.4 2.8 0.4 
$50,001 TO $75,000 6.6 0.3 5.4 0.2 0.0 0.0 6.4 0.3 
$75,001 TO $100,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
$100,001 TO $200,000 4.1 0.1 16.4 0.2 0.0 0.0 4.9 0.1 
$200,001 TO $300,000 8.4 0.4 0.0 0.0 0.0 0.0 ak 0.1 
$300,001 TO $400,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
$400,001 TO $500,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
MORE THAN $500,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Notel: "%$"" means percentage of total dollars paid to claimants in each band. 
Note2: "%claimants" means percentage of claimants in each band. 
QUESTION 30 

PRIVATE PASSENGER COMMERCIAL MOTORCYCLE TOTAL 
NUMBER OF RECORDS 1138 406 210 1754 
NUMBER USEABLE 1123 394 209 1726 
SECTION B BENEFITS PRIVATE PASSENGER COMMERCIAL MOTORCYCLE WEIGHTED WEIGHTED 

%claimants %claimants %claimants &claimants AVERAGE 
SAMO 

MEDICAL 70.1 66.8 60.3 69.7 641 
REHABILITATION 1.9 2.0 3:3 1.9 2,701 
DISABILITY 63.6 69.3 70.3 64.0 2,089 
HOUSEWIFE DISABILITY BENEFIT e.0 3.0 0.5 2.8 606 
FUNERAL te 2.0 ay 1.35 995 
DEATH 1.0 135 3.3 1.0 9,497 
QUEBEC PART III 0.4 0.8 0.5 0.5 18,834 
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| PRIVATE PASSENGER 
BER OF RECORDS 1138 
BER USEABLE 413 











OYER SALARY CONTINUANCE PRIVATE PASSENGER 
GRAMS %’wage loss 








LEAVE WITH PAY 39.9 
T TERM DISABILITY 13.2 
TERM DISABILITY 0.4 





PRIVATE PASSENGER 
ER OF RECORDS 1138 
BER USEABLE 15 









PRIVATE PASSENGER 
zwage loss 


ERNMENT PROGRAMS 


ec. 38.2 
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QUESTION 31 


COMMERCIAL 
406 
170 


COMMERCIAL 
%’wage loss 


11.6 
19.4 
8.4 


QUESTION 32 


COMMERCIAL 
406 
8 


COMMERCIAL 
“wage loss 


32.4 


| QUESTION 33 











| PRIVATE PASSENGER 
BER OF RECORDS 1138 
BER USEABLE 1138 


PRIVATE PASSENGER 


TTIONAL INFORMATION 
%c laimants 


IMANT REPRESENTED BY COUNSEL 38. 
ION COMMENCED 

MINATION FOR DISCOVERY 
E PRE-TRIED 

E TRIED BY JURY 

— APPEALED 

EALED BY PLAINTIFF 
TLED BY ARBITRATION 


oooooorsea 
s J e e 
—DOWDWOANW 


COMMERCIAL 
406 
406 


COMMERCIAL 
“claimants 


ooooo}Aa0 
e e e e s e e e 
CGOOOON VN Oo 


MOTORCYCLE 
210 
95 


MOTORCYCLE 
%wage loss 
85. 
18. 
8. 


& — —- 


MOTORCYCLE 
210 
5 


MOTORCYCLE 
“wage loss 


54.8 


MOTORCYCLE 
210 
210 


MOTORCYCLE 
%c Laimants 


OO0O0O0C0OOW 
ooooouvg@ 


TOTAL 
1754 
678 


WEIGHTED 
%wage loss 


=wW 
—= WO 
Ons 


el: "%wage loss" means percentage of total dollars represented by the salary continuance program. 


TOTAL 
1754 
28 


WEIGHTED 
’wage loss 


38.0 


el: "%wage loss" means percentage of total dollars represented by the government program. 
e2: CPP and Workers Compensation were not included in the analysis due to insufficient information. 


TOTAL 
1754 
1754 


WEIGHTED 
%claimants 


ooooo°ore@ 
—=O000ONW 
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QUESTION 34 


PRIVATE PASSENGER COMMERCIAL MOTORCYCLE 
NUMBER OF RECORDS 1138 406 210 
NUMBER USEABLE oe 12 3 
TOTAL U.M. PAYMENT PRIVATE PASSENGER COMMERCIAL MOTORCYCLE 
%$ 8 %claimants %$ %claimants %$ %claimant 
LESS THAN $1,000 0.5 10.8 0.4 16.7 0.0 0. 
$1,001 TO $2,000 0.5 5.4 0.0 0.0 10.2 LL 
$2,001 TO $3,000 0.7 5.4 0.9 8.3 13.5 33% 
$3,001 TO $4,000 0.6 2.7 0.0 0.0 0.0 0. 
$4,001 TO $5,000 he5 5.4 0.0 0.0 0.0 0. 
$5,001 TO $6,000 0.0 0.0 1.9 8.3 0.0 0. 
$6,001 TO $7,000 at 5.4 0.0 0.0 0.0 0 
$7,001 TO $8,000 eo Cut 0.0 0.0 0.0 0. 
$8,001 TO $9,000 4.1 8.1 0.0 0.0 0.0 0. 
$9,001 TO $10,000 12.4 2V56 0.0 050 0.0 0. 
$10,001 TO $15,000 9.7 45.5 15.4 33.3 0.3 35: 
$15,001 TO $20,000 230 Lak 11.9 16.7 0.0 0. 
$20,001 TO $25,000 3.9 Pane 0.0 0.0 0.0 0. 
$25,001 TO $50,000 1336 8.1 eS 8.3 0.0 0. 
$50,001 TO $75,000 9.4 2.7 0.0 0.0 0.0 0. 
$75,001 TO $100,000 0.0 0.0 0.0 0.0 0.0 0. 
$100,001 TO $200,000 0.0 0.0 Bose S25 0.0 0. 
$200,001 TO $300,000 37.0 Sal 0.0 0.0 0.0 0. 
$300,001 TO $400,000 0.0 0.0 0.0 0.0 0.0 0. 
$400,001 TO $500,000 0.0 0.0 0.0 0.0 0.0 0. 
MORE THAN $500,000 0.0 0.0 0.0 0.0 0.0 0. 
Notel: "%$"" means percentage of total dollars claimants in each band receive. 
Note2: "%claimants" means percentage of claimants in each band. 
QUESTION 37 
PRIVATE PASSENGER COMMERCIAL MOTORCYCLE 
NUMBER OF RECORDS 1138 406 210 
NUMBER USEABLE 170 69 23 
BREAKDOWN OF INTERNAL EXPENSES PRIVATE PASSENGER COMMERCIAL MOTORCYCLE 
avg. size avg. size avg. size 
FEES PAID TO INSURER'S LAWYER 438 2,022 100 
FEES ALLOCATED TO IN-HOUSE LAWYER 900 0 0 
COST OF INDEPENDANT ADJUSTER 626 556 670 
COST OF DEFENCE MEDICAL St 429 822 
COST OF OTHER EXPERTS 485 476 391 
OTHER 356 352 279 


DODCODCOCODOOWNDDODOOOOOWWO 


Ss 


TOTAL 
1754 
52 


WEIGHTED 
%$ %claimant 


—_— 2 
WWOpPW]NOR-O0O0O 
° e e ° ° ° ° ° s . 


—_ 
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DOO FWOOW 
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TOTAL 
1754 
262 


WEIGHTED 
avg. size 


546 
828 
622 
324 
483 
355 
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GREEN FORM 


General Instructions 





Indicate company number, your initials and claim 


number clearly for future reference. 


This survey form is to be completed for each 
claimant. For example, if an accident gives rise to 
three claimants, three separate forms have to be 


completed. 


All dollar figures are in whole dollars. Absolutely 


no cent should be shown. 


All dollar figures which should balance to the 


answers of other questions will be checked. 


All dates are in international convention. They are 


shown as year, month and day. 


Do not leave date blank. Use UN for unknown only if 


the information is unavailable. 


Where a dollar amount is expected, a blank will imply 
0. If there is no information to make an estimate, 


use UN for unknown. 


Where a check mark "X" or a selection “a number" is 
expected, you MUST pick the most appropriate 


category. Otherwise, the form will be returned. 


Only claim files closed between April 13, 1987 and 
May 24, 1987 should be surveyed. 


= “Sour = 


10. If a liability factor reduced the amount paid, please 


so indicate. 

Ontario Automobile B.I. Claims Information Sheet 
Company number (IBC code) bey Pt kt 

Adjuster. Cinitiais) closing filer yo 


Claim or File number }} { } H \ 1 H i i i i i i H H 


Claimant number {| / 1 


Total amount paid on settlement or to satisfy judgment 


(a) for the claim a lei fad acest tars ha) Pay bal [must equal 
6(a) +.6(b). + 6(c) + 6(de 
if this is not a structured 


settlement 
(b) for costs (eAet (ene baat en Conky cet 
(c) total py SA Oe ee a 
(d) Is this a structured settlement? foe tea t | No 


Of the total amount paid by settlement or judgment, how much was paid f¢ 


(a) prejudgment interest $} {| { {_Jt ' t fuse 0 if none is paid 


(check one box) the above figure is stated in settlement Seah 


the above figure is my estimate ;_|; 


(b) Family Law Reform Act or Family Law Act Claims Si 7). 1. bok ee 


Please allocate this sum in accordance with the relationship betwee 
the claimant and the recipient 


Spouse Fe | PT RS voor ee ge 

Children RRS OES IMI inca cece eae Number {| |_| 
Grandchs Laven = oi. mete ee ee Number {| / | 
Parents 1 aed esas pie gee Rd ee Number {| {|_| 
Grandparents Feast eas NS eae ey Number | {|_| 
Brothen/Saster 1itbeieta to "Xx! Number {| {|_| 
Other Slee | ealins Lae le gle bit Number {_i_ 


(c) Gross up Py a A ag Nes et 


(d) 


(a) 


(b) 





(c) 


(d) 


Gross weekly wage 


Actual time loss {| {|__| YR ele Paes 


581 


Other 


Loss of employment income to trial or settlement 


Loss of future employment income 
Out-of-pocket expense (incl. medical) 
Future care expense 


Non-pecuniary (other than FLA) 


ase indicate what allocation was made in that regard. 


$i 
$i 
$i 
$i 
$i 
$i 


Other general damage (not specifically mentioned) $!} 


Collateral Sources: 


First-party accident and sickness insurance benefits 


received by claimant 


i « NIL 


and deducted from B.I. 


Pact information not available to the B.I. 


Employer benefit schemes 
NIL 


but not deducted from 


\ ; ' ! ' ' and deducted from B.I. 


I i ( ( t !> 


|__| information not available to the B.I. 


but not deducted from B.I. 


payment 


insurer 


Bal, 
payment 


insurer 


any amount was paid in compensation because of the impact of taxation on a 


ital sum established for future care costs or in a fatal accident clain, 


ee 


and 


payment 


payment 


Government-based compensation schemes (such as Canada Pension, 


Unemployment Insurance, Family Benefits Act, etc.) 

rst maT dD: 

$i} tf __f__t__}__t, but not deducted from B.I. payment 
$} } { tt _{t__{, and deducted from B.I. payment 
it information not available to the B.I. insurer 


Disability income benefits from claimant's own automobile insurer 


NIL 


! 
{ | i ( ' | I» 


| ! ! ' ' | | 
| ' ! | ' { I> 


and deducted from B.I. 


Yes : | No 


UN ean es ee 


but not deducted from B.I. 


payment 


payment 


SUMMARIZED RESULTS FROM SUPPLEMENTARY B.I. 


= io2 = 


TOTAL NUMBER OF CLAIMANTS 1646 


TOTAL NUMBER OF CLAIMANTS WITH EMPLOYMENT INCOME 818 


COLLATERAL SOURCES 


NOT DEDUCTED 
FROM BI PAYMENT 


# 
FIRST-PARTY A/S 37 
EMPLOYER 157 
GOVERNMENT 24 
DISABILITY INCOME 66 
TO Tint 5 op 


INDEMNITY FOR 
EMPLOYMENT INCOME LOSS 
TO TRIAL/SETTLEMENT 

TOTAL INDEMNITY 


TOTAL BEFORE TAX GROSS WAGES 


$ 


245,575 
699,358 

66,014 
181,597 


192,544 


DEDUCTED 
FROM BI PAYMENT 
# $ 
16 57,290 
12 33,947 
14 46,148 
459) “15051,151 

1,188,536 
4220995 
6602075 
6912729 


TOTAL INDEMNITY IN EXCESS OF GROSS WAGES -4.5% 


CLAIMS SURVEY 


NO INFO 
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SUMMARIZED RESULTS FROM SUPPLEMENTARY B.1I. 


[AL NUMBER OF CLAIMANTS 1646 


[AL NUMBER OF CLAIMANTS WITH EMPLOYMENT INCOME 818 


TAL NUMBER OF CLAIMANTS WITH FULL INFORMATION 645 


ULATERAL SOURCES 


RST-PARTY A/S INS BENEFITS 
PLOYER BENEFITS 

VERNMENT BENEFITS 

SABILITY INCOME BENEFITS 


mA. 


DEMNITY FOR 

MPLOYMENT INCOME LOSS 
O TRIAL/SETTLEMENT 
TAL INDEMNITY 


TAL BEFORE TAX GROSS WAGES 


NOT DEDUCTED 


FROM BI PAYMENT 


# 


25 
23 
22 
49 


$ # 
92,949 1 
520,009 10 
54,507 14 
125,248 359 
visage: 
3049932 
4752676 
4645869 


TAL INDEMNITY IN EXCESS OF GROSS WAGES 2.3% 


CLAIMS SURVEY 


DEDUCTED 


FROM BI PAYMENT 


$ 


34,396 
22,289 
46,148 

807,198 


910/031 


= Sane 


SUMMARIZED RESULTS FROM SUPPLEMENTARY B.I. CLAIMS SURV: 


TOTAL NUMBER OF CLAIMANTS 1646 


TOTAL NUMBER OF CLAIMANTS WITH EMPLOYMENT INCOME 818 


TOTAL NUMBER OF CLAIMANTS WITH FULL INFORMATION 645 


NUMBER OF CLAIMANTS RECEIVING COLLATERAL BENEFITS 194 


COLLATERAL SOURCES 


NOT DEDUCTED DEDUCTED 
FROM BI PAYMENT FROM BI PAYMEN 
» $ # $ 

FIRST-PARTY A/S INS BENEFITS 25 92,949 skal 34,39 
EMPLOYER BENEFITS 123 520,009 10 22,28 
GOVERNMENT BENEFITS D2 54,507 14 46,14 
DISABILITY INCOME BENEFITS 16 28,930 87 174, 5 
J she fehl bay dba 696,395 277,35 
INDEMNITY FOR 

EMPLOYMENT INCOME LOSS 

TO TRIAL/SETTLEMENT 1042067 
TOTAL INDEMNITY 2015815 
TOTAL BEFORE TAX GROSS WAGES 1484006 


TOTAL INDEMNITY IN EXCESS OF GROSS WAGES 35.8% 














LLATERAL SOURCES 


) 
| 
| 

| 











ST-PARTY A/S INS BENEFITS 
LOYER BENEFITS 

VERNMENT BENEFITS 

SABILITY INCOME BENEFITS 


5 eres Li 


DEMNITY FOR 
MPLOYMENT INCOME LOSS 
9 TRIAL/SETTLEMENT 


| 


TAL INDEMNITY 


] 
y 


TAL BEFORE TAX GROSS WAGES 




















TAL INDEMNITY IN EXCESS OF GROSS WAGES 


TAL NUMBER OF CLAIMANTS 1646 
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SUMMARIZED RESULTS FROM SUPPLEMENTARY B.I. 


| NUMBER OF CLAIMANTS WITH FULL INFORMATION 645 


NOT DEDUCTED 


FROM BI PAYMENT 


# 


Wooded 


2007865 


2736861 


3161863 


—13.4% 


| 
AL NUMBER OF CLAIMANTS WITH EMPLOYMENT INCOME 818 


# 


NOOO 


CLAIMS SURVEY 


ABER OF CLAIMANTS NOT RECEIVING COLLATERAL BENEFITS 451 


DEDUCTED 


FROM BI PAYMENT 


$ 


aoon°od 


632,67 


632,678 
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SUMMARIZED RESULTS FROM SUPPLEMENTARY B.I. CLAIMS SURVEY 


NUMBER OF USEABLE RECORDS 337 

FLRA/FLA CLAIMS AMOUNT NUMBER %$ 
SPOUSE 485,639 226 2 
CHILDREN 288,754 238 le 
GRANDCHILDREN 3,000 2 0. 
PARENTS 644,071 she ak 3 
GRANDPARENTS 507 bon 20 a 
BROTHER/SUSTER 170,427 70 10, 
OTHER 500 1 0. 
TOTAL 1,642,542 100. 


e 
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REPORT ON THE CHANGE IN LOSS 


COST AS A RESULT OF 





CHANGES IN ACCIDENT BENEFITS AND 


COMPENSATION ISSUES 


> 300) = 
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Introduction 





We were retained by Mr. Justice Coulter A. Osborne, 
Commissioner of the Inquiry Into Motor Vehicle Accident 
Compensation in Ontario, to calculate the change in loss 
cost (per vehicle) that would result from the following 
proposals: 


I. Accident Benefits 


Le Medical and rehabilitation expenses up to 
$500,000 per person with a time limit of 20 years 
less the age of the person or 10 years, whichever 
is longer. 


Future care expense of $500,000 per person with 
no time limit. 


25 Death benefits on the death of the head of the 
household of $25,000 and $10,000 for each 
dependant other than the spouse. 


Death benefit on the death of the spouse of the 
head of the household of $25,000. 


Death benefit of $10,000 if a dependent child is 
killed in a motor vehicle accident. 


Be Funeral expense of $4,000 per person. 
4. Disability 


(A) Wage Earners 
Disability income benefits for a wage earner 
are based on 80% of gross weekly wages less 
any employer benefits subject to the weekly 
maximum. The weekly benefit is indexed 
annually (by the Ontario CPI) up to 2 times 
the statutory weekly maximum on the date of 
the accident. The initial statutory weekly 
maximum is $450. 


(B) Students 
Each student in grade 8 or lower will 
receive $1,000 per school year lost. If 
disability continues beyond age 18, the 
student will receive a weekly benefit equal 
to 80% of the average industrial weekly wage 


ke 


= a00. = 


in Ontario on the date of the accident 
indexed to the date of payment. 


Each student in grades 9 to 12 will receive 
$2,000 per school year lost. If disability 
continues beyond age 18, the student will 
receive a weekly benefit equal to 80% of the 
average industrial weekly wage in Ontario on 
the date of the accident indexed to the date 
of payment. 


Each student attending a post secondary 
institution will receive $4,000 per school 
year lost. If disability continues beyond 
age 23, each will receive a weekly benefit 
equal to 80% of the average industrial 
weekly wage in Ontario on the date of the 
accident indexed to the date of payment. 


There will be a 7 day deductible. 


All government benefits are secondary to 
automobile benefits. 


(C) House care benefits: 
Benefit is payable to a principal unpaid 
housekeeper who is disabled as a result of a 
motor vehicle accident. The maximum is $50 
per week. There is no time limit. 


(D) Child care benefits: 
For the first 4 weeks of disability, the 
weekly benefit is $150 plus $50 per child up 
to a maximum of $350 per week. If the 
homemaker is still disabled after 4 weeks, 
only actual and reasonable child care 
expenses incurred will be reimbursed. The 
maximum reimbursable expense is $150 plus 
$50 per child up to $350 per week. 


Quebec part III. 


Uninsured motorist coverage. 


Compensation Issues 


Abolishing the collateral source rule with 
collateral benefits being deducted on an after 
tax basis. 


ss 


OR Capping prejudgment interest on non-pecuniary 
loss to 3.5% per annum; interest on special 
damages is based on the Bank of Canada rate plus 
1% per annum. Interest is compounded annually. 


ous Any claim under $10,000 will be tried in Small 
Claims Court first. No party and party costs 
will be allowed in this case. 


BID. Reduction in liability claim cost as an offset to 
accident benefit enhancements. 


= ee 


Conclusions 


a 


After analyzing the proposed benefits and their respective 
loss costs, we concluded that an overall savings will 
accrue to the automobile insurance system. 


We estimated the reduction of claim cost to be 
approximately $62 to $70 million per year. If this 
savings is reflected in the premium calculation, an 
additional savings of $12 to $13 million from commissions 
and premium tax will be realized. 


The amount of savings does vary by type of vehicle. 


On the average, claim cost for trucks and cars would 
reduce by $24 and $13 per year per vehicle respectively. 
Claim cost for motorcycles or mopeds, however, will 
experience an increase of $31 per year if the insurance 
company has the right of subrogation (or $85 per year if 
the insurance company does not have the right of 
subrogation). 


The amount of reduction in claim cost by type of vehicle 
is as follows: 


Units in Change in Claim cost reductior 
Type of Vehicle 1,000s* loss cost in $1,000s 
Passenger cars 4,094 $(13) 53,222 
Trucks 904 (24) 21,696 
Motorcycles/mopeds 157 SRG; SO (486 7% tot Gl 345) 


70,051 to 61,573 


The derivations of the change in loss cost by type of 
vehicle are shownhwin vexhibies ds tons: Gppy 1593-595). 


* 1985 MTC annual report 
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PRIVATE PASSENGER CARS LOSS COST 


Medical 

Funeral 

Death 

Disability - wage earner 
—- student 
- house care 
—- child care 

Buebec part Ii! 

Total no fault 

Uninsured motorist 

Total acc. benefit (a) 


Bodily injury (claims only) 

BI claim adj. expense 

Abolishing collateral source 
rule 

Prejudgment interest rule 

Party and party costs re: 
small claims court 

Total bodily injury loss 
cost (b) 


Property damage loss cost (c) 


Total compulsory sections, 
ae et Cc 


Current 


yew 
Geez 
120 
te Peat) 
nil 
incl 
nil 
0.92 
23005 
bem) 
32.18 


198.64 
29.68 


228.52 


(Pepe eas: 


S392 6 


Proposed 


og 


32 Oy 


00 
. 88 
47 
94 
79 


Exhibit l 


(24.97) 
nil 


(6262) 
(9.14) 


(S446) 


(46.49) 


ne 


Gi 2452) 
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Exhibit 2 


COMMERCIAL VEHICLES (Ordinary Trucks) 
Current Proposed Change 
Medical 2504 6.89 45 Og 
Funeral 0.14 0.56 0.42 
Death 0.94 oy i2 1:78 
Disability ~- wage earner 6.55 14%. 93 8.38 
- student nil 124 1.24 
—- house care incl 0.06 0.06 
- child care nil OL 92 0.92 
Quebec part III 0.64 70.32) (0.329 
Total no fault Tl. 14 27.64 16059 
Uninsured motorist p2a00 £2339: (0.47) 
Total acc. benefit (a) 14.00 S0700 16-02 
Bodily injury (claims only) BNE EES 195.15 (18.26) 
BI claim adj. expense 31889 31589 nis 
Abolishing collateral source 
rule na (5765) (5.650 
Prejudgment interest rule na (9.82) (9.82) 
Party and party costs re: 
small claims court me ana SUGOLIN, o (619% 
Total bodily injury loss 
cost .(b) 245.30 205.38 (39.92) 
Property damage loss cost (c) Ne as 18, Piso nil 


Total compulsory sections, 
A540 Dec 312 200 348.71 (23.89] 


Medical 
Funeral 
Death 
Disability - wage earner 
—- student 
—- house care 
- child care 
Quebec part III 
Total no fault 
Uninsured motorist 
Total acc. benefit (a) 


Bodily injury 
(claims only) 
Bl .claim adj. expense 
Abolishing collateral 
source rule 
Prejudgment interest rule 
Party and party costs re: 
small claims court 
Total bodily injury 
loss cost (b) 


Property damage 
loss, cost (c) 


Total compulsory sections, 
a ate. Dt <c 
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MOTORCYCLES LOSS COST 


w/o subrogation 


Current 


17.06 
1.06 
2.49 

41.89 

nil 





Dyck 


185.58 


Proposed 


Weert 


270.299 


Change 


Paes ee te: 
Sind Ws: 


DLL 


84.81 


Exhibit 3 


w/ subrogation 


Proposed 





1 by ae | 


216.85 


Change 


nil 


Gilet. 


Sitar Maas 


Methodology and Assumptions 


Our methodology assumes that the 1987 loss cost (as 
determined by I.B.C.) is representative of the current 
cost if no change in the policy is made. Each proposed 
change (whether it is a no fault benefit or a tort reform 
issue) is measured against the current cost. 


Wherever possible, each claimant in the claims survey 
is subject to a policy change and the aggregate result of 
all claimants in the sample is compared against the actual 
figure to arrive at a percentage increase or decrease. 
This percentage change is then applied to the 1987 loss 
cost to determine the change in loss cost. 


When it is not practical to analyze each claimant 
individually, total industry data is used, e.g. death 
benefit, funeral expense, Quebec part III, etc. The 
details of each proposed change and its impact on 
insurance loss cost can be found in the following 
sections: 


I Ls, Medical/rehabilitation 
2: Death benefit 
3% Funeral expense 
4, Disability benefit 
A. wage earners 
Be students 
Cc; house care 
D. child care 
Bi Quebec part III 
G. Uninsured motorist coverage 
GFE ile Abolishing the collateral source rule 
a Prejudgment interest 
is Party and party costs, and small claims 


court 


= oo = 


je i 1. Reduction in liability claim cost as an 
offset to accident benefit enhancements. 


Limitations 


While we have tried to verify our assumptions, it is 
not always possible. In these cases, we have to rely on 
our best judgment. 


Not all of our assumptions should be considered 
equally reliable. With respect to tort reform, we have 
assumed that non-pecuniary loss will not be affected by 
any or all of the tort reform measures. This may or may 
not be true; "Ihe apoltition of the collateral source rule 
could create an incentive for the employer to exclude 
disability due to automobile accidents in its group health 
policy. We have assumed that this will not occur. On 
the other hand, we have assumed that all severely injured 
persons would consume the policy limit on medical/ 
rehabilitation and future care expense. This is probably 
not true. 


We have employed detailed claimant data that was not 
available in the past. We believe it is the best 
information available. However, there is always some 
sampling error when one uses a small percentage of the 
population. In order to provide a margin for error, we 
have estimated the increase in no fault benefits on the 
high side and the reduction due to tort reform on the low 
side. 
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Detailed Analysis by Section 


Medical/rehabilitation 


Current: 


reasonable and essential expenses, excess of 
OHIP, up to $25,000 per person within 4 years 


Proposed: 


(a) 


(b) 


rehabilitation to a maximum of $500,000 within 10 
years or 20 years less the age of Victinsab»sche 
time of accident, whichever is longer. 


long term care up to $500,000, no time limit. 


Assumptions: 


(a) 


(b) 


(c) 


(d) 


The bodily injury claims survey was used to 
determine distribution of time loss. The 
accident benefits claims survey was used to 
determine the frequency of injuries requiring 
such a benefit. The IBC size of loss 
distribution was used to determine the frequency 
of claims with large disability payments. 


0.2% of the claimants are so severely injured 
that major renovations of residence or vehicles 
are necessary; all $500,000 will be used up, 
$185,000 in year one and $35,000 in each of the 
subsequent nine (9) years. The 0.2% was selected 
after a study of the IBC size of loss 
distribution in policy years 1983/1984 and the 
percentage of claimants with catastrophic 
injuries in our sample. 


6.5% of the claimants either recover or cannot 
satisfy the more stringent definition of 
disability after 2 years. They are assumed to 
have partial disability and require vocational 
training @ $4,000 per person. Such cost is not 
in the current system because the rehabilitation 
industry is still in its infancy stage. 


0.2% of the claimants require long term care —— 
cost starts at $3,000/mo. increased by 5.5% p.a. 
-- until the limit is eventually used up. The 
first monthly payment is made after 12 months. 


(e) 


(f) 


cee ies 


Medical claim frequency is assumed to be 0.00644 
being the average of the 1984 and 1985 policy 
years. 


All present values are based on a discount rate 
of 8% p.a. 


Costs: 


OS, 


(ii) 


Cid) 


(iv) 


(v) 


Private Passenger Rehabilitation Cost 
= vocational training + renovations 
= (.065 x .00644 x $4000) + (.002 x .00644 x 


9 
hS F50000' + 294535000) ~ 1Ps08™)) 
n=0 
= $1267 + $5.20 


$6.87 


Private Passenger Future Care Expense 
= frequency x average claim amount 
124 1+j 
C002 Ke 90064)" Se 885000) 
n=0 1.08 Lea 


1271,.055 


12 1. 08 


SOnIX Pe) 1G ye 
S397 


I 


Medical and Rehabilitation Cost Increase 
= 196 067. 42153 097 
= $10.84 


Current Medical and Rehabilitation Cost 
iS 7) 2 


Percentage Increase 
100% xUS10L 84-57% 72 
= 140% 


Assuming the same percentage increase, ie. 1402 
of the current benefit, the total increase in 
medical/rehab will be $4.02 ($2.87 x 1.40) per 
commercial vehicle and $23.88 ($17.06 x 1.40) per 
motorcycle. 
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Death Benefits 


CUPTrenc: 


(a) 


(b) 


(c) 


The death of the head of household results 
in a payment of $10,000 to the spouse of the 
head of household plus an additional sum of 
$1,000 for each other survivor. 


The death of the spouse of the head of 
household results in a payment of $10,000 to 
the head of the household. 


The death of a dependant results in a 
payment of $2,000. 


Proposed: 


(a) 


(b) 


(c) 


The death of the head of household results 
in a payment of $25,000 to the spouse of the 
head of household plus an additional sum of 
$10,000 for each other surviving dependant. 


The death of the spouse of the head of 
household results in a payment of $25,000 to 
the head of household. 


The death of a dependant results in a 
payment of $10,000. 


Assumptions: 


(a) 
(b) 


(c) 


The results are based on 1983-1985 IBC data. 


Under both the current system and the 
revised system, benefit is based on the 
status at the date of the accident of the 
deceased in a household, where a spouse 
and/or dependants survive. 


The dollar band from $3,000 to $9,998 was 
purposely omitted from our calculations as 
these amounts seemed implausible under the 
current system. 


Costs: 


Based on the 1983-1985 distributions, the 
proposed benefit schedule will increase cost 
by 189%. 


= oun = 


The proposed benefit will result in an 
increase of $2.27 per private passenger 
automobile (189% x $1.20). 


The same percentage increase, i.e., 189%, 
was assumed for motorcycles and commercial 
vehicles resulting in a per vehicle increase 
ofeSansgintl 897 ex°S2.49) sandesiayeattso7 yx 
$0.94) respectively. 
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Funeral Expense 


Current: 


$1,000 per claimant fatally injured in 
accident. 


Proposed: 


$4,000 per claimant fatally injured in 
accident. 


Assumption: 


Current costs are based on the IBC 
submission to the Inquiry. 


Costs: 


The cost of the proposed benefit is 400% of 


the current benefit. 


(1) 


(ii) 


Givi) 


current cost for private 
passenger vehicle 


proposed cost for private 
passenger vehicle 


increase 


current cost for commercial 
vehicle 


proposed cost for commercial 
vehicle 


increase 


current cost for 
motorcycles 


proposed cost for 
motorcycles 


increase 


$0. 


$0. 
SO. 


SO. 


SO. 
SO. 


Si, 


$4. 
$3. 


ae 


88 


66 


14 


56 


42 


06 


24 


18 
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Disability Benefit 


Wage Earner 


Current: 


80% of gross weekly wages less employer and 
government benefits. The maximum weekly 
benefit is $140. There is no waiting 
period. 


Proposed: 


Subject to a 7 day waiting period, 80% of 
gross weekly wages less employer benefits or 
the statutory weekly maximum; whichever is 
smaller is indexed to CPI up to 2 times the 
statutory weekly benefit maximum at the time 
of accident, the initial statutory weekly 
maximum is $450. 


Assumptions: 


(a) 


(b) 


(c) 


(d) 


Ce) 


(f) 


Results and costs are based on the 
information contained in the accident 
benefits claims survey. 


If a claimant in the claims survey appeared 
to receive a weekly payment higher than the 
current maximum, his time loss was 
recalculated using $140 as the weekly 
benefit. 


Time loss is subject to a seven (7) day 
deductible. 


Only claimants with time loss, non-zero 


weekly wage and known employer benefits 


(need not be non-zero) were included in the 
analysis. 


All government benefits (CPP and UIC) are 


first payorsin the current benefits, but 
they are considered as last payors in the 
proposed benefits. 


Disability benefits for claimants receiving 
employer benefits less than their gross wage 
loss are calculated in different manners 
depending on length of disability. 


(g) 


(h) 


(1) 


(j) 
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(i youiForathe farst gewowG2) ywweeks gos 
disability after the waiting period, 
the claimant receives 80% of gross wage 
loss; subject to a statutory maximum* 
unless the claimant receives 100% of his 
gross wage from his employer in which 
case there is no benefit payable. 


(ii) For the remainder of disability, the 
claimant receives 80% of gross wage 
loss less employer benefits, i.e., 
benefit = (.80 x gross wage loss) - 
employer benefits, subject to a 
statutory maximum”. 


* The initial statutory maximum is $450. 


The change in Consumer Price Index in 
Ontario is 5.5% per annum. In practice, 
indexing usually occurs once a year, say 1 
January. To simplify our calculation, we 
assume indexing occurs monthly. 


Only private passenger data from the survey 
is used to determine the percentage increase 
of the proposed benefits over the current 
benefits. As there are no permanent 
disability claimants in the sample, we assume 
0.2% of the claimants are permanently 
disabled!) The Os2Z:was selected after a 
study of the IBC size of loss distribution 
in policy years 1983/1984 and the percentage 
of claimants with catastrophic injuries in 
our sample. 


From the claims survey, 0.9% of the 

claimants have disability beyond two years. 
Together with assumption (h), we assume 1.1% 
of the claimants have disability for over two 
years. 


Twenty percent of the injured persons would 
not receive any disability payment because 
their employer benefits are at least 80% of 
their gross wages. In order to put them on 
an equal footing with claimants who do not 
have employer benefits, these claimants will 
receive the incremental benefit due to 
indexing after 2 years of disability. Here, 
we assume 


(k) 


(1) 


(m) 


20) = 


(i) their employer benefits are not 
indexed; 


(ii) the average weekly wage is 125% of 


$450. 


Mortality rate is based on 85% of the 1969- 
1975 Canadian Institute of Actuaries 
Mortality Table. Current studies indicate 
that morradiuyiirate vsyabout §0% to 852% of 
the 1969-1975 C.I.A. Mortality Table. 


All present values are calculated using a 
discount rate of 8% p.a. 


All permanently disabled claimants are 
assumed to be aged 30. 


Costs: 


CoE 


Private Passenger: 


(i) Cost of claimants with non-permanent 


injuries 
c time [mins 25 xem) Cheng x 
Sey > | 
k=1 t=1 Gt ees 


$1,141,575 


time = time loss in months 

C = number of claimants in sample 

ih = index rate = 545% p.a. converted 
to monthly rate 

i] = discount rate = 8% p.a. converted 


to monthly rate 


ben, = weekly benefit of kth claimant in 
the sample 
m = maximum weekly benefit = $450 


Cost of claimant aged 30 with permanent 
injuries 

O12 [mana d (2) e%,mie (4o33eenben x 
= 2 


t=1 (1+i)')}] x "30+t/12 + (1+j)! 


$421,597 


Cit) 


(iv) 


(v) 


=1606"— 


ben = weekly benefit = .80 x $450 = 
360 

"390+t/12 = survival rate in the (30+t/12)th 

year 


Cost of claimants with permanent injuries 

= (number of claimants in sample) x 
(frequency) x (average claim amount) 

= (298) x (.002) x $421,597 = $251,272 


Cost of benefit to wage earners with 
employer benefits less than 80% of their 
gross wage loss 


= (cost of claimants with non-permanent 
injures) + (cost of claimants with 
permanent injuries) 

= Sia 4,57 Ser S220 $1,392,847 


Private Passenger (cont'd.): 


Cost of benefit to wage earners with 
employer benefits of at least 80% of their 
gross wage loss 


= (number of claimants) x (frequency) x 
average claim amount 


= (298 time (O20) hexe OF OO2e x 


wm 4.33 x min. [$900;$450 x (14j)24t*] x "(32+t712) 
SS 


t=1 (1+j)24*t 


m SLgor cases x 0.240712) 
= >y. i 


1 len c4 + 


(298 x .0004) x $176,555 
$21,045 


Current Private Passenger: 


Cost of benefit to wage earners with 

employer benefits of less than 80% of their 

gross wage loss 

= (cost of claimants with non-permanent 
injuries) + (cost of claimants with 
permanent injuries) 

= $563,946 + [(298) x (.002) x $93,921] 


(vi) 


(vil) 
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Total increase in benefits to wage earners 
with employer benefits less than 80% of 
their gross weekly wage loss 

es LO) BAe 5019 92 3 SD 22 


Percentage increase = $772,924 , 199 = 125% 
$619,923 


Total increase in benefits to wage earners 
with employer benefits at least 80% of their 
gross weekly wage 

= $21,045 


Percentage increase = $ 21,045 , j;99 = 3% 
$619,923 


The benefit to wage earners will result in 
an increase in loss cost of 128.0% or $17.37 
(1.28 x $13.57) per private passenger 
vehicle. Assuming the same percentage 
increase for commercial vehicles and 
motorcycles, the increase in loss cost is 
SSese ily beak. SO. oe andewoo tO al le 2& x 
$41.89) respectively. 


Ba 
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Student 

SULeChL. 
none 

Proposed: 


(a) Until deemed eligible to enter the work force, a 
lump sum yearly payment of: 


(i) $1,000 per year lost at the elementary 
school level 


(ii) $2,000 per year lost at the secondary school 
level 


(iii) $4,000 per year lost at the post-secondary 
school level. 


(b) A student with a lengthy disability will be 
eligible to receive a weekly benetic if, at the 
time of the accident: 


(i) he is attending elementary school and 
attaining age nineteen (19) while Stila 
disabled 


(ii) he is attending secondary school and 
attaining age nineteen (19) while still 
disabled 


(iii) he is attending a post-secondary institution 
and attaining age twenty-three (23) while 
still disabled 


at which time he/she will receive a weekly 
benefit of 80% of the average industrial weekly 
wage in Ontario on the date of accident. 


Assumptions: 


There is a downward bias for students to be 
included in the accident benefits claims survey 
as only claimants eligible for accident benefits 
are included. Since there does not exist a 
current benefit in the form of a student benefit, 
some students would be omitted from the survey. 


(a) Due to the limited information obtained on 
students via the accident benefits claims 


a Ce a 


survey, the bodily injury claims survey is 
used in arriving at the distribution of 
students by scholastic level and vehicle 


type. 


(b) To be included in this analysis, the 
claimant must be a student and experience 
time loss as a result of the accident. It 
is assumed that the number of claimants will 
increase by 15% in the case of cars and 
trucks and 31% in the case of motorcycles if 
the benefit were available today. 


(c) As the claims survey did not include 
information on level of schooling, level of 


schooling was determined by age. 


A claimant is deemed to be: 


(i) at the elementary school level if 
fourteen (14) years of age or 
under 

(23) at the secondary school level if 


fifteen (15) to eighteen (18) 
years of age 


(3-418) at the post-secondary school level 
if nineteen (19) years of age or 
over. 


(d) A claimant is deemed to lose a year of 
education if disabled for thirteen (13), six 
(6), and three (3), weeks of a school year at 
the elementary, secondary and post-— 
secondary school levels respectively. 


(e) The lump sum yearly benefits are based on 
the grade the claimant would be attending if 
not disabled. 


(f) As there is limited information on students 
with lengthy disabilities, it is assumed 
that 1.1% of the students would remain 
disabled after two (2) years and 0.2% would 
remain disabled beyond three (3) years. 


(g) In calculating average lump sum amounts, the 
data obtained in the accident benefits 
claims survey are used. 


(h) 
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Gar) the average lump sum payment paid to 
students involved in private passenger 
and commercial vehicle accidents assumes 
that the student is equally likely to 
be in attendance at an elementary 
school, a secondary school, or at a 
post-secondary institution. 


CLI9 the average lump sum payment paid to 
students involved in motorcycle 
accidents assumed that the student is 
equally likely to be in attendance at a 
secondary school or at a post— 
secondary institution. 


Additional cost of permanently disabled students 
is based solely on the data obtained in the bodily 
injury claims survey. This additional cost is 
the present value of 80% of the average 
industrial wage in Ontario; indexed at 5.5% p.a. 
compounded monthly, discounted at S44 p.a. 
compounded monthly, and mortality is assumed to 
be 85% of 1969-1975 CIA Mortality Table. Due to 
limited information on permanently disabled 
students, this present value is based on the 
median age at each scholastic level. 


(1) the additional cost for students 
involved in private passenger and 
commercial vehicle accidents is 
predicated on the assumption that 
students are equally likely to be in 
attendance at an elementary school, a 
secondary school or at a post— 
secondary institution. 


(ii) the additional cost for students 
involved in motorcycle accidents is 
based on students being equally likely 
to be in attendance at a secondary 
school or a post-secondary institution. 


Costs: 


rid 


(11) 


Current cost for sample claimants 
= $563,946 + (298) x (.002) x ($93,921) 
$619,923 (same as wage earner) 


Loss of schooling 
(Number of students) x average claim amount 
= (298% clo) x SI JSG) = Sda7975 


(111) 


= O04 = 


Increase over current cost = $100% x 
$84,975/$619,923 = 147 


The loss of schooling benefit, i.e., the 
lump sum payment, for private passenger and 
commercial vehicle accident claimants will 
result in an increase of 14.0%. The 
increase for motorcycle accident claimants 
will be more than double at 39.0% (298 x .31 
= 527627/79019,923); 


Loss of capacity to earn income 

(Number of permanently disabled students) x 
average claim amount (298 x .15 x .002) x 
$365,000 = $32,631 

Increase over current cost = §32,631/$619, 923 
= 5% 


The loss of capacity to earn income, i.e., 
the benefit to students with long term 
disability, for private passenger and 
commercial vehicle accident claimants will 
result in an increase of 5.0%. The increase 
for motorcycle accident claimants will be 
more than double at 12% (298 x .31 x .002 x 
$406,000/$619, 923). 


The benefit to students will result in an 
increase in loss cost of 19% or $2.58 (.19 x 
$13.57) per private passenger car, $1.24 
(.19 x $6.55) per commercial truck. The 
increase in loss cost for motorcycles, 
however ,-willibesg5)780r<S21.36uper vehicle 
(752425841789) « 
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C. House Care 
Current: 


Reasonable expenses incurred up to a maximum of 
$70 per week of disability, subject to a maximum 
benefit period of twelve (12) weeks. 


Proposed: 


Reasonable expenses incurred up to a maximum of 
$50 per week of disability, not subject to a 
maximum benefit period. 


Assumptions: 


(a) Results and costs are based on the information 
contained in the Accident Benefits Claims survey. 


(b) Only homemakers with time. loss. and non-zero 
principal unpaid housekeeper benefits are 
considered. 


Costs: 


House care benefit: 

Private Passenger loss cost 

= frequency x average claim amount 

= {frequency of disability x (number of 
homemakers/total number of claimants)} x 


$410 
= n0052 6584076 GxESatO 
= $.016 
Commercial auto: 40% of PP loss cost = $0.06 
Motorcycles: 25% of PP loss cost = $0.04 


De Child Carve 
Current; 
None 
Proposed: 
(a) For the first 4 weeks of disability, the weekly 
benefit is $150 plus an additional $50 per week 


per child/dependant, subject to a maximum of $350 
per week. If disability continues beyond 4 weeks, 


~ OL — 


only actual and reasonable child care expenses 
incurred will be reimbursed. The maximum 
reimbursable expense is $150 plus $50 per child up 
to $350 per week. 


Assumptions: 


(a) 


(b) 
(c) 


(d) 


(e) 


(f) 


Only homemakers with time loss are included to 
determine the average claim amount. 


Frequency is based on average 1984-1985 IBC data. 


Proportion of claimants who are homemakers from 
the accident benefit claims survey. 


Double frequency of child care to reflect 
increased utilization. 


Since the claims survey data does not contain 
information as to the number of 
children/dependants, one (1) child/dependant per 
household is assumed. 


Child/dependant care benefits after the first 
four (4) weeks of disability is computed on the 
basis of $200 per week. 


Costs: 


Child care benefit: 

Private Passenger loss cost 

= {frequency x 2 x (number of homemakers/total 
number of claimants)} x average claim 

(O05 2 xc 40x 0.070) xeacouU0 

S220 


40% of PP loss cost 
= $2.29 x .40 
$.092 


Commercial auto loss cost 


Motorcycle loss cost = 254 of “PP loss cost 
= $0.57 
Quebec Part III 


Current: 
Pays for the difference between Ontario 
automobile benefits and Quebec Régie's 


benefits. 


Proposed: 
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Pays for the difference between Ontario 
automobile benefits and Quebec Régie's 
benefits. 


Assumption: 


The difference between Quebec Régie's 
benefits and the Ontario automobile benefits 
will narrow by at least 50% due to the 
enhancement of Ontario no fault benefits 
(section B). 


Cost: 


Current loss costs for private passenger 
cars, trucks and motorcycles are $0.92, 
$0.64 and $1.61 respectively. Savings 
should be 50% of the current loss costs. 
Therefore, savings per car, truck and 
motorcycle will be $0.46, $0.32 and $0.80 
respectively. 


Oe 


Uninsured Motorist Coverage 


Current: 


Coverage against accidents caused by 
uninsured motorists. 


Proposed: 


Coverage against accidents caused by 
uninsured motorists. 


Assumptions: 


Cost: 


Since the benefits are similar to that paid 
by the third party liability section (A) of 
the policy, the same percentage reduction in 
loss cost would occur. 


Loss cost will reduce by $1.74 per private 
passenger automobile, $0.47 per commercial 
vehicle, and $3.91 per motorcycle. 


The above figures are derived as follows: 


uninsured motorist loss cost x BI reduction 
BLVOss COSst 


For’cars: $98.55 x?$46349/$228, 32=$1.74 
For trucks: $ 2.86 x $39.92/$245.30=$0.47 
For motorcycles? '$18°74"°x $17.84/$85.52=$3.91 
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eae BS Collateral Source Rule 


Current: 


Collateral Source Rule: A claimant can claim 
economic loss against the tort feasor even 
though he/she has been fully/partially 
compensated by “collateral Sources<y 1.2., 
employer benefits, government programs, 
accident/sickness insurance, or any 
combination thereof. 


Proposed: 


Abolish the Collateral Source Rule. 
Compensation from "collateral sources" less 
the applicable 1988 income taxes is deducted 
from bodily injury liability payment. 


Assumptions: 


(a) 


(b) 


(c) 


(d) 


te) 


(f) 


(g) 


The bodily injury claims survey and the 
supplemental bodily injury claims survey are 
used. 


Collateral benefits are reported accurately 
without any understatement. 


Claimants must have time loss, gross wage 
loss, and full information on employer 
benefits to be included in this analysis. 


If a claimant in the claims survey appears to 
receive a (section B) weekly disability 
payment higher than the current maximum, 
his/her time loss is recalculated using $140 
as the weekly benefit. 


Government benefits and employer benefits net 
of 1988 income taxes, and first party 
accident/sickness benefits are deducted from 
third party liability payments. 


Increase in Section B benefit is taken into 
account. 


Percentage of claim amount attributable to 
employment income loss is 23.8%, 18.9% and 
949% for cars, trucks and motorcycles 
respectively. 
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Costs: 


Based on the detailed claimant data in the 
bodily injury claims survey and the 
supplemental bodily injury claims survey, 14% 
of the bodily injury claims amount will be 
eliminated if the collateral source rule is 
abolished. Assuming the same percentage of 
reduction is realized by each type of 
vehicle, private passenger cars should have 
$6.62 savings per vehicle while commercial 
trucks and motorcycles should have savings of 
$5.65 and $2.59 per vehicle respectively. 


The amount of claims reduction is derived as 
follows: 


(current bodily injury claim amount) x 
(employment income portion of Clad tes =a 


Fox caress SIGSiu6Gs xP 238i x. 14 = 956 62 
For trucks: $2 160419 289 x (14-= $5.65 
For motorcyclest#siva4e40im Be4orx 214° = $2.59 


Additional Comments: 


The above calculations are based on short run 
(12-18 months) expectations. Some employers 
may decide to exclude disability due to 
automobile accident in their group 
accident/sickness contracts if they feel that 
the savings in health insurance premium is 
substantial. If many employers put the 
automobile accident exclusion clause in their 
contracts, our savings projection will be 
overstated. However, we do not feel that it 
is very practical for an employer to 
introduce such a clause until he/she has 
sufficient experience and monetary incentive 
to do so. 


ii 


=> 61 = 


Prejudgment Interest 


Current: 


Based on prevailing interest rate, in 
practice however, this is not always 
followed. 


Proposed: 


(a) 


(b) 


Prejudgment interest on non-pecuniary loss 1s 
calculated at 3.5% p.a. compounded annually. 


Prejudgment interest on special damages is 
calculated at a rate equal to the Bank of 
Canada rate plus 1% p.a. compounded annually. 


Assumptions: 


(a) 


(b) 


Gc) 


(d) 


(e) 


(f) 


(g) 


(h) 


Based on the composite result of the bodily 
injury claims survey, prejudgment interest is 
10.2% of the average claim amount for all 
types of vehicles. 


Claimants must receive some prejudgment 
interest to be included in this analysis. 


No significant difference between stated and 
estimated prejudgment interest rates. This 
is confirmed by a standard statistical test. 


Special damages are incurred evenly from date 
of accident to date of settlement. 


Non-pecuniary loss is incurred on the date of 
accident. | 


To simplify calculations, interest is 
compounded monthly at a rate equivalent to 
those specified in the proposal. 


Time till settlement, i.e., (settlement date 
—- accident date), is rounded to the nearest 
month. 


The Bank of Canada rate is initially set at 
8. 252. p28. 
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Costs: 


Based on the bodily injury claims survey, 
prejudgment interest should decline 45.1% if 
the proposed rates of interest were used. 


The proposed benefit will result in a savings 
of 45.1% ora reduction in loss cost of $9.14 
per private passenger automobile. Assuming 
the same savings of 45.1% for commercial 
vehicles and motorcycles, the reduction in 
loss cost is $9.82 and $3.42 respectively. 


The above figures are derived as follows: 


Bodily injury claim amount x prejudgment 
interest portion x .451l 


For cars: $198.64 x .102 x .451=$9.14 
For trucks: $2 b3 34ax e102 xeaeSl=s9te2 
For motorcycles: $ 74.40 x .102 x .451=$3.42 


Il 


=({620 = 


Small Claims Court 
Current: 


No restriction as to which court the case is 
to be tried. 


Proposed: 
All cases under $10,000 must be tried in 


Small Claims Court first. No party and party 
costs for claims under $10,000. 


Assumptions: 


(a)! <Ghaimes2ze distribution is based on the 
bodily injury claims survey. 


(b) A claim that results in a court award or 
settlement of less than $10,000 will receive 
no party and party costs. 


Costs: 
Based on the bodily injury claims survey, 
party and party costs among claims below 
$10,000 were 2.9% of the total bodily injury 
claim amount. 
The proposal will reduce loss cost of $5476 
per private passenger automobile, $6.19 per 
commercial vehicle and $2.16 per motorcycle. 


The above figures are derived as follows: 


(Bodily injury claim amount) x 0.029 


For cars: $198.64 x .029 = $5.76 
For trucks: S234) Xe, O29ea aaa? 
For motorcycles: $ 74.40 x .029 = $2.16 


me OOM. 


III 1. -OReduction?in LiabilityoClaimeCostsaseannOifset to 
Accident Benefit Enhancements 


When the accident benefits are increased 
substantially, they would reduce the economic loss 
component and sometimes non-economic loss 
component of the bodily injury claim. This offset 
has always been recognized by the insurance 
industry. 


The claims survey, however, allows us to quantify 
the extent of the offset more precisely than in 
the past. ‘Di a ‘claimant isSnotxtetably at bau c. 
then all the accident benefits received could be 
deducted from his third party liability 
entitlement. 


Based on the claims survey, 70% of the injured 
persons in private passenger cars and trucks were 
not totally at fault. Therefore, we assumed 70% 
of the enhanced benefits will be offset by a 
dollar-for-dollar third party liability reduction. 


Porucars, tue. Oriser 
= .70 x accident benefit enhancement 
= 270) x 4635-67 = 3824.97 


Trucks do not always collide with trucks. In 
fact, they usually collide with cars. Therefore, 
their offset would be more like the amount for 
cars. We assumed they collide with cars half of 
the time (note: actual indication was 74%) and 
collide with other vehicle types half of the time. 


For trucks ithe offset 

os _70 x 1/2 [truck accident benefit enhancement 
+ car enhancement ] 

WOU Sele, (Slot DLT S307 00) 

$18.26 


Motorcycles belong to a unique category. From the 
claims survey, we concluded only half of the 
injured persons were not totally at fault. 
Furthermore, 33% of them were involved in single 
vehicle accidents and 16% were victims of 
motorcycle to motorcycle accidents. 


aoe 


The offset for motorcycles (if there is no- 

subrogation) 

= 1/2 economic loss component of B.I. (see 
bodily injury liability claims survey) 

= Lf 2: RV QUN26) OX ST4240 

= S967 


If subrogation right is given to the motorcycle 
insurer (as well as the other insurer involved in 
a motorcycle related accident), the liability loss 
cost could increase by as much as 100% of economic 
loss component of B.I. 

$74 440.9x 40426 

SLO0S4 


Furthermore, subrogation should increase claim 
adjustment expense by as much as 254%. 

=). 259x 191 PGl2 

Sus2 nts 
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APPENDIX IV Exhibit I 


PRIARY OF FINDINGS OH CHRMGE IM LOSS COST 


| 


going from Current Systen to Proposed Modified No-Fault Systen 


tario Private Passenger Automobile (ex. Farmers) 
P Mandatory Coverages (including OHIP Levy in lieu of Subrogation) 


187 Fiscal Policy Year (i.e.: Policies written 01/07/86 to 30/06/87 inclusive) 








1987 F.P.Y, Old 1987 Hew 198? 

Ultinate Loss I Present P.V. of Loss X Ratio P.Y. of Loss Hew-Old P.v. 

| Mandatory Coverage/Kind of Loss Cost per Car Value Factor Cost per Car Hew/Old Cost per Car Difference 
| [1] [2] [3] [4] (5] C6] (7) 

NP) Funeral 0.24 g3743 0.22 250.0 0.55 0,33 
22) Medical + Renabilitation 3.52 81.12 2.72 425.0 32.81 25.09 
33) Death Benefits 1.28 2 iaght 1.20 263.0 3.16 1.96 
4) Disability Incone 16.72 e112 13,57 394.0 53.47 39.90 
| 

05) Sub-Total of Rbove 27.76 81.81 22.71 396.3 89, 99 67.28 
06) Quebec Excess (Part III) yi4 81.12 0.92 30.0 0.28 -0.64 
0?) Uninsured Motorist 11.05 i(tag 8.55 60.0 6.13 “Jel 
| 

08) Accident Benefits Total 39.95 80.55 32.18 296.5 95.40 63.22 
(09) Bodily Injury up to Cut-off 118,89 86.49 102.83 102.83 
10) Bodily Injury over Cut-off 176.13 71,25 175.49 75.0 94.12 et et 
41) Bodily injury Total 295.02 lee 228, 32 aoe 94.12 -134.20 
| | 

12) Property Damage 84, 30 93.43 78.76 100.0 78.76 

13) Third Party Liability Coverage 379, 32 80. 96 307.08 $6.3 172. 88 #134, 20 
V4) Sub-Total of Above 9.27 80.92 339.26 79.1 268. 28 -70. 98 
15) OKIP Levy 8.38 100.00 8.38 100.0 B20 

16) Grand Total Mandatory 427,65 $1.29 347.64 29.6 276.66 -70.98 











Hotes: 1) Column [2]: Rows (1)=44) (6) (7), (11), (12) (18) from related pages of Exhibit 211; Row (10) = 59.7% of Row (11) (See Exhibit IT). 
| Other Row values by Addition/Sudtraction. 


| 
| 2) Column (3): Rows (1),(3),(12) as Property Danages Rows (7), (11) as Bodily Injury; Row (8) as Accident Benefits ‘See Exhibit IW). 


Colunn (3]: Rows (9), (15) from Exhibit II; other Row values to balance. 


i 
| 


| 
| 2) Colusn £4] = Colunn [2] x Column [3]. Present Value is at 01/01/87 at BY Effective Interest Rate. 


| 


4) Colunn (53: Rows (1)-(4),(6),7),¢9), (19), (12) (15) from Exhibit II; other Rows calculated to balance. 


5) Colunn [6] = Column (4] x Colunn (53. Column [7] = Column C6i - Colunn (4. 


6) Costing assumes no change in the Tort Systen, except restriction of tort to excess fcononic Loss and Serious and Permanent Injury. 





Time: 2:12:35 p.m. Apr. 23, 198? 
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(A) Funeral Coverage 


Current: 


Proposed: 


Assumptions: 


Adjustment Bacto. 


="924 = 


Exhibit II-1 


Expenses incurred up to $1,000 per person. 
Expenses incurred up to $2,500 per person. 


All get now a flat $1,000 and will get a flat $2,500 
under proposed. 


raega 
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Exhibit II-2 


Medical and Rehabilitation Coverage 


Current: 


Proposed: 


Assumptions: 


Adjustment Factor: 


Reasonable and essential expenses, excess of 
government and other plans, up to $25,000 per person 
within a 4-year time limit. 


As curvent. but..no: dollar,.om time limit. except..a 
$200,000 maximum per person on those expenses related 
to long-term care of persons unable to sustain an 
independent lifestyle. 


1. All current costs will remain. 

2. An additional $200,000 cost will be added for each 
of the 2% of D.I. claimants contemplated to be 
permanently totally disabled (see D.I. analysis, 
Duration of Disability table and also Appendix E 
for 1983 F.P.Y. size of loss distribution for 
medical + funeral + rehabilitation at the 42 month 
level). 

3. There will be, in addition, a 15% frequency 
increase. 


For 1987 F.P.Y. (see Trend Calculations in Exhibit 
III. Note: * below denotes exponentiation). 


Medical and rehabilitation: 


Frequency: .551 x 1.106 * 4 x .30 + .601 x 1.106 *3 
X woo nt 6Sicks 1 slOG4h- Zin. 39 


= .826 


Severity = 100 x 9.52 = 1,153 
~826 


Disability Income: 


Frequency = .423 x 1.0/2 * 
SB6a 544) 007 2 ae ae KS 


Ue eho (te OO) x aU fy eae 
5 

= .598 

Proposed severity for Medical and Rehabilitation: 


= 1,153 + .02 x .598 x 200,000 x 1.073 
.826 


= 1,153 + 3,107 = 4,260 
Adjustment Factor = 4,260 x Va}s 


ale 
= 4.25 
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(C) Death Benefits 


Current: 


Proposed: 


Assumptions: 


Adjustment Factor: 


= "G26 = 


Exhibit [1-3 


$10,000, Head of House or Spouse (Ist survivor) + 
$1,000 (each additional dependant survivor). $2,000 
non-spouse dependant. Death ensuing up to 180 days or 
104 weeks if continuously disabled. 


200% of unit benefit, Head of House or Spouse (lst 
survivor) + 25% of unit benefit (each additional 
dependant survivor). Any other person, provable 
expenses up to $2,500. Death ensuing up to 180 days 
or 104 weeks if continuously disabled. 


Unit Benefit = Annual D.I. Benefit (before any 
offsets) subject to a minimum of $5,000 and a maximum 
GT boleod 


1. All ‘other persons' will receive the maximum 
$2,500. 

2. Not all members of the population have equal 
exposure to death in automobile accidents. 


See Death Benefit table following. 


With normalization to proposed count eligible, we 
nave: 


Average proposed severity over all wage levels = 
14,726. 

Average current severity over all wage levels = 6,244 
Ratio = 2.36 


At annual gross of 25,092, the corresponding ratio = 
75208 =" case 
5970 


Selected factomuseecontuce cows 2.03 
2 
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“ee Exhibit II-4 


BRIO DEATH BENEFITS 
a Source: Revenue Canada Taxation Statistics, 1984 Taxation Year, Table 2, All Personal Returns by Total Incone, Ontario only, 


: Description: All Returns including those with $0 Exployment Income. Gross Income from Employment taken as Uages and Salaries Income 


adjusted for other Sources of Employment Income (Commissions from Employment, other Employment Tncome, and Met Susiness, 
Professional, Commission, farming, and Fishing Income), adjusted to 1987 Income Levels ‘trenoed at 4,52 per annun). 


t Benefit: 90% of Annual Het Income, subject to a Minimum of $5,000 and a Maxinun of $31,307. Annual Net Income approximated from 


adjusted Gross Income fron Enployment by Deduction of C.P.P. Tax, U.I.C. Tax, and Income Tax at 1987 Levels. Income Tax 
— calculated assuning no Income other than Incone form Employment, and assuming no Deductions other than Employment Expense 
Deduction, Basic Personal Exemption, and displayed number of Dependant Married and Child Exemptions. 


ysis: Discrete Approximation based on a 74 interval partition of Tax Return Total Incone. Number of Other Spouses taken as 70% 


of Column (23, less Colunn [3]. 90% Net Income Capped at $600 per eek. 


lrent Renefits: House Head or Spouse Death: $10,000 (1st Survivor) + $1,000 (each other dependant Survivor); 


Dependant Hon-Spouse Death: $2,000 


posed Benefits: House Head or Spouse Death: 200% of Unit Benefit (Ist Survivor) + 25% of Unit Benefit (each other dependant Survivor) 


Death of Person without Spouse or Jependants: $2,500 
Number 8 Dependt $ Sther $ Dependt New Unit [cng ay ie ae en eo 
farning Spouses Spouses Children Benefit Earner Spouse Child Total Earner Spouse Chiid Total 
1,023,363 132,969 $83,385 316,581 5,000 7,309 «10,442 «2,000» 6,45) 8,137 10,5522, 50 7,143 
76,285 12,561 40,939 19,143 5,000 7,25) 10,358 2,000 6,682 = 8,064 = 10,48 = 2,200 7,355 
G3 COIN, nid, Pdr 930.70 + 20, 15The « SLOODe 9 73th 10,S3~ 2,000, 9) 6,24he ye. 22h 10,672) ye esate 6,946 
S473] 3,844 34,468 «= 9,733 5,000 7,178) 10,254 = 2,000 6,613 7,972 10,318) 2,500 p05 
62,204 3,075 40,468 «= 7,826 «= 5,000 7,126 «= 10,180» 2,000» 6,706 = 7,907) 10,228 2500s #0) 426 
bo hin nid 225 40 38k TGS «S000 gi? 12ie AO 17Se 2000 9 O,799.e ger, Oly 10,216 C500. opt, 464 
68.193 4,041 43,694 «5,742 5,000» 7,084 = 10,120» 2,000 6,867 7,855 = 10, 150 1 Site patted 
BG U62iy 4 Mibue 0 43,200e0 9 17,853 9 S000 p7,11Se 10,1645 2,000e yy 6 tebp 7,054 910,206 oU aes 
Br Abies Ape Seaw ga3.c08y ps 91 S000 7,088 10,125 2,000 6,855 7,860 10,157 2,500 7,568 
67,930 3,284 «44,267 «5,103 «= 5,000» 7,075 = 10,107 = 2,000» 6,866 = 7,844 1051340 a2 SOs oF S55 
71,584 3,552 46,557 5,866 «= 5,900 7,078 «10,111 2,000» 6,861 7, B47 10,1390 an? SO0a pater) 
76,257 4,195 49,185 6,728 $900 7,088 10,126 2,000 6,842 7,860 10,1505 922,500 bey Scr 
77,690 3,822 50,561 B.352 5,000 «= 7,108 «10,154 += 2,000» 6,762 7,884 = 80,192 2,508 7,482 
79. SUsis 6 5,296ie 150, 356.9 $29,409 ¢ 5.297% eR 11Bie 10,169e 952,000. 9 6,27 288.288 10,211 2, 00 wet ety 
71,376 © 4,448 «45,515 9826 «= 5,668 = 7,138 «10,197 2,000» 6,707 8 880 10,246" ap 2,500) wee713 
75 351 5.328 47,418 ~=«*11,633 «= 6,083 «7,184 10,221» 2,000 = 6,682 = 9,508 = 10,276 2,500 8,663 
69,508 6,589 42,067 «11,849 «6,341 7,171 10,244 = 2,000 6, 704 9898 10,304 2,500 $,93) 
71,450 5,991 «44,124 «11,515 6,673 7,161 = 10,230) 2,000 6,696 10.36)» 10,2007 2500, 189507 
70,197 6,008 43,130 = 13,261 6.997 7,189 10,270 2,000 6,627 10,862 10,337 = 2,500 9,587 
65,901 5.593 40,538 12,225 «= 7,234 7,187 10,267» 2,000 6,630 11,216 10,334 = 2,500 38 
68.694 7,472 «40,614 «14,919 7,588 7,217 10,310 2,000 6,616 11,785 © 10,388 = 2,500 = 10,150 
65.344 7,137 38,604 «12,278 «= 7,944 = 7,188 = 10,268 «= 2,000 6,696 12,245 10,336 2,500 10,672 
64.648 6,366 38,088 13,995 8,448 7,217 10,303 = 2,000 6,589 13,034 10,387 2,500 11,102 
62. Dery (0 2iter eS 288m 5 15,78 Bole it Sat 10,38) 2-000< = 6,S8%e AS Sip (10,454 yp 25000 adl che 
63,903 8,084 36,018 15,608 8,969 7,248 10,354 © 2,000 6,593 13,862 10,442 2,500 11,498 


ime: 4:17:43 pin. Apr. 17, 1987 


Tillinghast 


- 628 - “e | 
Exhibit II-5 " 
ONTARIO OERTH BENEFITS 
Data Source: Revenue Canada Taxation Statistics, 1984 Taxation Year, Table 2, All Personal Returns by Total Income, Ontario only. t 
Data Description: All Returns including those with $0 Employment Income, Gross Incase fron Eaploynent taken as Vages and Salaries Income 
adjusted for other Sources of Employment Income (Commissions fron Eaployment, other Enploynent Income, and Het Business 
Professional, Commission, Farming, and Fishing Income), adjusted to 1987 Income Levels (trended at 4.52 per annum). 
Unit Benefit: 99% of Annual Net Income, subject to a Minimum of $5,000 and a Naxinun of $31 307, Annual Net Income approxinated from 
adjusted Sross Incone fron Employment by Deduction of (.P.P. Tax, U.I.C. Tax, and Income Tax at 1987 Levels. Income Tax 
calculated assuming no Income other than Income form Employment, and assuming no Deductions other than Employsent Cxpense 
Decuction, Basic Personal Cxemption, and displayed nunoer of Dependant Married and Child Exenptions. 


Analysis: Discrete Approximation based on a 74 interval partition of Tax Return Total Income. Number of Other Spouses taken as 702 
of Column [2], less Colunn [3]. 90% Het Income Capped at $600 per Week. 


Current Benefits: House Head or Spouse Death: $10,000 (Ist Survivor) + $1,000 (each other dependant Survivor )$ 
Deoendant Hon-Spouse Death: $2,000 


Proposed Benefits: House Head or Spouse Death: 2002 of Unit Benefit (1st Survivor) + 25% of Unit Benefit (each other dependant Survivor) 
Death of Person without Spouse or Depencants: $2,500 


Average Current Benefit per Clainant Average Proposed Benefit per Clarnar 
109% Ann.  Numder & Dependt & Other $ Decendt Hew Unit Wace Dependant Depencant Wage Depencant Depencant 

Gross Wage farning Spouses Spouses Children Benefit Earner Spouse Child Total Earner Spouse Child To’ 
12.206 63,082 7,102 37,055 14,500 9,305 «= 7,230 10,328 = 2,000 6,594 14,312 10,410 92,500 1 
12.908 264 255° .17T FP 0G 17,699" 9 9,753 72 1398 2,000 Mb Fe 1S Bratt, se 2,500 - 12, 
13,668 61,607 6,890 36,235 15,692 10,225 «7,285 10,364 = 2,000» 6,530 15,716 10,455 2,500 7 
13,978 63,837 «7,316 = 37,090 :17,179 10,433, 7,271 10,387 2,000 = 6,500 16,063 10,484 = 2,500 1m 
14.591 61,633 8,395 34,748 = 18,396 = 10,833. 7,298 10,426 = 2,000 6,493 16,725 10,533 2,500 1m 
15.350 en G22 7 02 0 36 SH et 15,400 811 260 eT 24F a 10 354 2 ODM 6 Sateen? (C53 10,442" 2 S007 ae 
15,949 63,721 9,134 «35,478 = 20,049 11,670 = 7,315 10,449 = 2,000 6,476 18,006 10,562 2,500 im 
16,273 63,802 8,777 «35,940, «19,830 11,870 7,310 10,443 2,000 6,469 18,289 10,554. 2,500? 
16.902 = 61,222 ©8868. 34,0577. 719,346") 12,307 7,315 10,45b 2,000 6,477 °° 18,980 10,563 2,500 
17,581 63,393 8,370 36,005 = 20,463 «12,666 «= 7,323 10,461 «= 2,000, 6,427 19,504 10,576 2,500 1% 
18,272 60,918 8,040 34,603 22,022 «13,095 = 7,362 10,816 = 2,000» 6,343 20, 267 10,646 2,500 1 
18.714 62,678 9,589 34,286 24,087 «13,388 «= 7,384 =—10,849 2,000 = 6,353 20,780 10, 686 2,500 1 
19,376 60,666 9,907 32,559 24,318 «13,809 «7,401 «10,573 = 2,000 6,348 21,486 = 10,716 ek sao. 15 
19.759 63,476 «= «8,734 «35,699 21,248 «14,013 7,335) 10,478 = 2,000 6,416 21,541 10,598 2,500 16 
20.524 58,022 9,163 31,452 «22,777 += «14,506 = 7,392 10,561 «= 2,000» 6,350 22,482 10,701 2,500 = 16 
21,105 $7,910 7,984 32,483 26,070 14,844 «= 7,451 10,844 2,000 6,182 23,205 10,805 2,500 16 
21,443 58,473 «981731114 = 26,444 «15,078 = 7,452 10,846 = 2,000» 6,261 23,564 = 10,808 2,500 
7A 7 GS a PO Ey 4 4 2,500 if 
20 T4575 G2. 256 8" 9 28z 27 299% * 26.05 Mer 15, BoD et 7 SIA 0,731 2.000" beret 24 eM 10 S18 2,500 = IE 
22,971 49,802 «8,413 26,804 926,880 «16,012 = 7,539 10,770 = 2,000,110 25,324 = 10,962 2,500 Jé 
23,03? $2,818 9,472 «27,501 «27,356 «16,538 = 7,518 = 10,740 = 2,000 6,175 26,045 = 10,925 2,500 Ii 
24.105 $1,912 © 9,049-«27,289 «31,097 16,702 «= 7,599 10,856 «= 2,000 6,028) 26,634 11,070 2,500 iT 
24.642 49,356 10,165 + 24,384 «28,757 «17,062, «7,583 10,832 = 2,000 6,138 27,122,040 27,500 fi 
25.092 $0,686 8,973 26,507 32,25) 17,312 7,636 = 10,909 2,000 5,978 7 7t 11,136 2,500" “a 
25.841 48,490 9,587 -24,356 «27,997 17,774 = 7,577 10,825 = 2,000 6,125 28,199 11,031 2,500 7 
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HRIO UCRTH BENEFITS Exhibit IL-6 
‘a Source: Kevenue Canada Jaxation Statistics, 1984 Taxation Year, Table 2, All Personal Returns by Total Income, Ontario only. 


a Description: fill Returns including those with $0 Esployment Income. Gross Income from Employment taken as Uages and Salaries Income 
adjusted for other Sources of Employment Income (Commissions from Employment, other Employment Income, and Met Business, 
Professional, Commission, farming, and Fishing Income), adjusted to 1487 Income Levels (trendec at 4.5% per annum). 


t Benefit: SOX of Annual Met Incone, subject to a Minimum of $5,000 and a Maximum of $31,307, Annual Het Income approximated from 
adjusted Gross Income from Lxploument by Ueauction of C.P.P, Tax, U.1.0, Tax, and Income Jax at 1987 Levels. Incone lax 
calculated assuming no Income other than Income form Enploynent, and assuming no Deductions other than Laploynent Cxpense 
Deouction, Basic Personal Exemption, and displayed number of Dependant Married and Child Exemptions. 


ysis: Qiscrete Approximation based on a 74 interval partition of Tax Return Total Income. Number of Other Spouses taken as 70% 
of Column [2], less Column [3]. 90% Het Income Capped at SO0U per eek. 





rent Benefits: House Head or Spouse Death: $10,000 (1st Survivor) * $1,000 (each other dependant Survivor); 
Dependant Non-Spouse Death: $2,000 


posed Benefits: House Yead or Spouse Yeath: 2002 of Unit Benefit (Ist Survivor) * 25% of Unit Benefit (each other dependant Survivor); 
Death of Person without Spouse or Dependants: $2,500 


fverage Current Benefit per Claimant Average Proposed Benefit per Claimant 


O2 Ann. umber $ Dependt &% Uther # Dependt New Unit Wage Dependant Dependant Wage Depensant Derenaant 
























































ss Wage Earning Spouses Spouses Children Benefit Earner Spouse Child Total Earner Spouse Child Total 
26,982 95,735 17,059 49,956 «= 58,229 «18,40? = «7,608 = 10,869 = 2,000) 6,024 = 29,319 11,086 «= 2,800 18, 369 
28,271 © 89,788 «18,791 43,711 60,331 19,210 7,676 10,985 = 2,000 61030, 889 a pe 0223 
ro 197°" 87,027 18/088 42.031 57,033 19,762. 7,655 10,936 §~=— 2,000. 6,056 | 31,55 NNO 2500 19,076 
Bu 0S) «685.308 «20,133 «39,583 68061 «20207 «= 7,75) 11,073 2,000 «59723258311 34t 2,500 18892 
31,617 83,333. «20,131 38,202 «66,343 «21,229 7,796) 4,137 = 2,000 «5,928 34,696 §=— 11,422 2,500 = 19,358 
2949. 80.727 «19,757 37,452 072,104 28,982 7,882 13,26) «= 2,000) 5,823 «= 36,3901 576 = 250019, 488 
33,452 75.860 «18,566 §=— 34,536 65,685 §=— 22,270 3 7,866 = 11,23? = 2,000) 5,850 «36,749 14,546 = 2,500 19,776 
34,557 70,78 18,247 31,256 66,448 22,928 7,940 11,542 2,000 5800 38,235 11,678 2,500) 19,838 
35,797 61,472 15,648 27,382 55,656 23,603 7,905 11,293 «2,000 »= 5,829. «39,186 N61? © 2,500 = 20,536 
Bet) 60.68. 15,996. 27-056 $2,372 24,065 7864 19,234 = 20085876 39,637 1542 2,500 2h 
38,868 136,443 39,956 55,554 136,160 «25,373, «7,998 «11,426 = 2,000» 5,823 42,602 11,7822, 500 21,193 
41,236 107,48) 31,320 43,917 110,004 = 26,675 «8024114622000 = 5,793 44,920 11,828 = 2,500 21,999 
44.563 164,203 46,783 68,159 178,258 28,552,086 11,55) = 2,000 5,715 48,4972 11,929 2,500 23,028 
49.218 100,227 31,261 38,698 «117,891 30,863 «8,176 11,680 = 2,000 = $696 «= 53,034 = 12,100 2,800 24,013 
54.243 95,318 28,655 «38,067 (107,882 «31,307 «= B132)11,617 = 2,000 «= 5,709 = $3,438 12,02) = 2,500 24,618 
61,109 40,199 10,886 17,253 42,154 31,307 = 8,049 11,498 2,000 5,717 52,787 11,873 = 2,500 25,275 
67,745 23,257 «5,881. »«:10, 399 -25,307 «31,307 = 8,088 )§=— «17,554 = 2,000» 5,633 «$3,097 «11,943 2,800 5,133 
72.820 © 14.237'° 3,782 6,184 15,826) 33,307? 12888 2,000) 5,642 53,28) 11,985 = 2,500 24,921 
75,942 9,666 2,112 4,668 9,424 31,307 7,973. «11,390» 2,000) 5,661 = 52,194 11,737 = 2,500 26,100 
) 90,549 14,475 3,410 6,723 16,217 30,307 12k 11,600) = 2,000 = 5,558 3,351 12,001 = 2,500 28,024 
110,624 8.064 =§=-1,950 «= 3,709 «10,382 31,307 «8,285 11,835 = 2,000) 5,428 54,633 12,293 2,500, 24,078 
134,59 7,480 1,264 «= 3,972, 8,604 = 31,307 8150) 17,643 = 2,000 5,384 $3,583 12,054 2500 28,222 
(165,749 «= 3,15! 41) 1,795 3,274) 31,30? = 8,040 11,484 = 2,000 = 5,354 52,718 = 17,855 2,500 26,210 
468,22 5,310 658 3,059 4,741 «31,307 7,893 11,275 2,000 5,492 51,568 11,594 2,500 27,289 
tal over all Wages: 
17,944 S.636,790 872,549 3,073,208 2,554,649 1,131,035 7,453 10,857 2,000 6,244 = 20,833 11,071 2,500 14,726 


Be: 4:17:51 pon. Ror. 17, 1987 
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(D) Disability Income Coverage 


Current: 


Proposed: 


Wage earner: minimum of $140 and (80% of gross 
weekly, less offsets). 

Principal unpaid non-employed housekeeper: flat 
$70 per week, maximum 12 weeks. 

Others: no benefits. 

Offsets: All government plans and employer STD 
and»LTDep lansitint totale Pro gatayshanesohlany 
individual disability plans (except no offsets for 
first 14 days, except for employer plans). 
Definition of Disabiity: substantial inability to 
perform essential duties of own occupation, up to 
104 weeks. Unable to engage in any reasonably 
suited occupation after 104 weeks. 


Wage earner: 90% of 'Net Income From Employment’, 
maximum $600 per week, less offsets, payable to 
age 65. 

All persons: Indemnity for reasonably provable 
expenses for ordinary essential services 
performed, maximum $200 per week per household for 
up to 3 years. 

Children up to high school: 90% of 'Net Income! 
corresponding to gross income at 75% of average 
industrial wage, payable from age 18 to age 65. 
Post secondary students: 90% of ‘Net Income’ 
corresponding to gross income at 100% of average 
industrial wage (or higher if demonstrable) 
payable from expected date of graduation to 65. 
Net income: gross less U.I.C. tax, C.P.P. tax, 
Income tax. 

Offsets: as current + actual or imputed (after 
104 weeks) continuing employment income for 
persons unable to engage in own occupation, but 
able to return to a lower paying job). All 
taxable offsets to be reduced to a net income 
equivalent. 

Definition of Disability: Unable to perform own 
job. 

Indexing: at 60% of annual C.P.I. change, not to 
exceed 6%. 
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)) Disability Income Coverage 


Assumptions: 


The change in definition of disability will not 
increase the proportion of long-term claimants 
materially. (Quebec uses the proposed definition 
up to 5 years - see duration of disability table). 
Full ‘replacement services' costs of $200 per week 
for up to 3 years will be claimed by 50% of all 
persons who are not dependant children. 

An investment interest rate of 8% per annum is 
appropriate, reduced to 5% for indexed benefits. 
The average age of a disabled wage earner is 35. 
(Ontario accident facts indicates the average age 
of all B.I. victims to be about 32). The average 
age of a child under 18 is 8. The average age of 
a student over 18 is 20. 

The average wage for all wage earners (see Ontario 
wage table) is a reasonable surrogate for the 
average industrial wage. 

The average offset for both current and proposed 
is 10%. 


Compare: Current versus proposed average week ly 
benefits for wage earners (see wage table 
following). 


icone 0 910. 20, 630) 40 


Guyment™ 122507 119.08 115.38 110.47 103.60 
Proposed 272.80 242.48 212.17 181.87 151.55 
Ratio £i2e Be OA Ao Oa sto 205) ee 


(e.g. at 10%: current = .70 x 100% of gross 
capped average at 140 = .70 x 170.11 = 119.08 
e70 
proposed= .80 x 90% net 
90 
capned average at 600 = 8 x 272.20 = 242.48) 
9 


There will be, in addition, a further 15% 
frequency increase. 
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(D) Disability Income Coverage 


Proposed Vs. Current 








Current Adjusted Proposed 
Current Ad justed Proposed Ad justed 
No. of Week ly No. of Week ly 
Cateqgory Persons(000) Benefit Persons(000) Benefit 
Wages A Oto 119.08 re od te: 242.48 
Replacement 
Services 873 iwi alis 8,205 99.65 
Children 
under 18 1,458 92.18 
Students 
over 18 250 208e52 
Tota | 5,486 102,86 9,576 170. 16 
Notes: 


1. Number of persons - see Death Benefit Table (Children under 18 from 
Statistics Canada) = 2430, reduced by 40% to reflect relative reduced 
exposure; students over 18 at 2550 - 2430 = 125, doubled to reflect increased 
relative exposure). 


2. Adjusted Current Replacement Services = 8% T.P.V. 
T 


be SG OF =1 17505 


2383 
(see Duration table following) 
(T.P.V. = Truncated Present Value) 
3. Adjusted Proposed Replacement 
Services = Sy il ih WS 8 Sed O18 
oS RAs FP S18) 


Ss J4709%x 200 = 99.65 
28.28 


4, Adjusted proposed children under 18 = ./5 x 90% net for gross of 420.19 x 
Hie. (57) -5% 1.P Ve (10) 
aR ees 


75 % 294.57 x 31.90 = 20.10 
godeo 


92.18 
(see Wage Table following) 
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\djustment Factor 


ndexing Adjustment 





inal Adjustment 





( 
| 





Adjusted Students over 18 


= 5% 
Q 


= Gas * 


D) Disability Income Coverage 
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(7.00 x 90% net for gross of 420.19 

Portion with gross over 420.19 

(90% Net Capped (Infinity) 

90% net capped (420.19))) 
9 Bile. Vn Sib Sem ves ws Vines 2s) 


= (294.57 + .4077 x (282.80 - 211.04)) x 


30.85 - 12.64 
eyes: 


= 208.52 


102.86 5486 
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ONTARIO DURATION OF DISABILITY 


Incomplete Expected Present Value of a Cont:nucus Annuity at a Rate of 
$1 per week with Payout truncated at Listed Duration. Duration of 
Disability Based on Quebec Experience for Accident Year 1978 adjusted 
to add SO% more Claimants with Duration less than one week in 
recognition of the seven day decuctible in force in Quebec, 
and extended assuming no recovery after a duration of Seven Years. 


Duration of % who Present Value (Truncated at Duration) 
Disability exceed at Effective Annual % Interest Rate of 

in Years Duration @. 3.8 4.0 5.82 8.02 12.92 
Q.080 108.2 @.00 0.80 2.28 2.80 2.88 2.00 
2.019 Bont @.83 @.85 @.83 Q.83 @.83 @.83 
@.083 48.7 die te ots Cute Lata Lats 2.74 
Q@.258 Zoo od ona? SsA0 G 5.060 5.84 Goa 
@.502 LZ et 8.24 8.228 S715 Biri? Guta 8.12 
1.20@ 6.2 10.68 10.58 ress Ewa 10.44 10.38 
1.509 4.0 Migs 11.84 Lope Veuavee Ray's 11.54 
2.808 3.4 12.95 M2). #5 ban#@ 12.64 bees | Icero 
3.202 Popa nso 14.29 hase 14.99 Poeoe 132635 
4.800 fas 16 .@3 lo eae 15.44 15.32 145-32 14.08 
5.022 2.4 Vico 1.5i5 (2 ,o.00 ce 15.84 Vous 
6.222 el Loy oe) ee a 17.448 h73Z5 16.63 We25 
7.009 Fe pete 18.62 Me ee ro ees | fire [oot 
12.022 rag) 22570 21.04 20.55 29.18 18.83 Veen 
12.500 2. Pace e, eeee Pia tae Ee Di (ie Bees | a as 
15.220 ZaN bees 24.65 Locus 22.94 29.92 19.82 
17,582 Lao a0e5o 26.26 25 6 Pa) Fs 216 ho 20.36 
29.2022 220 So al.4 2 to Zoo Fedele fot PEAT) 20.80 
25.800 fa Ses 30.45 fags Woke 26mg | Pate ras ZY. 44 
22.220 page's 43.58 Ko Fidel d= 30535 BGeco Z2bCa 21.80 
35.92@ 220 48.68 S478 Gi ete Pan Co 24.26 22.04 
42.220 nO 54.01 36.49 SPaer et SOUS 247.55 aS 
45.080 2.0 Sai720 mek eS = i 20.85 Val Sa i Pegi Ae 
58.220 2. 64.45 fol eas= 34.73 Sle « 248s Cie 
55.200 2. 65.257 42.36 35.45 Mae ays 24.98 22 ae 
62.922 2.9 74.88 oO ee 36.22 oz. Oo 25.04 ap Ts 
65.202 2.0 82.19 42.14 36.45 EP aye 25.08 22.40 


TIME: 4:05:38 p.m. Apr. 17, 1987 
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1987 ONTARIO UAGE DISTRIBUTION 


fata Source: Revenue Canada Taxation Statistics, 1984 Taxation Year, Table 2, All Personal Returns by Total Income, Ontario only. 


Data Description: fill Returns with Employment Income greater than $0. Gross Income fron tmployment taken as Wages and Salaries Income 
adjusted for other Sources of Employment Income (Commissions from Emplowrent, other Employment Income, and Net Susiness, 
Professional, Commission, Farming, and fishing Income), adjusted to 1987 Income Levels (trended at 4.5% per annun). 


Net Incomes Approximated from adjusted Sross Income from Employnent by Deduction of (.P.P. Tax, U.I.C. Tax, and Income Tax at 1987 Levels. 
Incone Tax calculated assuming no Income other than Income from Eaployment, and assuming no Deductions other than Exployment 
Expense Deduction, Basic Personal Exemption, and displayed average number of Dependant Married and Child Exemptions. 


Analysis: Discrete Approximation based on a 73 interval partition of Tax Return Total Incone. 
100 2 Gross Income from Employment (See the comments above for source) On 100% of Gross Basis On 802 of Gross Basis On 90% of Het Basis 


Weekly ($) Number at Aug 8 full Avg # Full Percent at X above Weekiy ($) Aug Capped Ueekly ($) Avg Capped Weekly ($) Aug Capped 
Wage Level Wage Level Exmp-Spouse Exmp-Child Wage Level Wage Level Wage Level at Level Wage Level at Level Wage Level at Level 


0,00 0 0.00 0.00 0.00 100. 00 0.00 0.00 0,00 0.00 0.00 0.90 

ay 76,285 0.16 0.25 1.65 98. 35 Weer, 12,59 10,0? 10.07 11.07 11,07 

25. 06 53,581 0.11 0.38 1.16 97.19 25, 06 24.85 20.05 19.88 22.02 21.84 
34.4 pirat 0.07 0.18 123 96. 00 ELBE) S300 27.53 27.18 30.24 29.83 
42.94 62,204 0,05 0.13 1235 94.65 42.94 42.13 34,35 33.70 37.73 37.02 
51.75 62,954 0.06 0.12 1.36 Dorn) S175 50.47 41.40 40.3? $5542 44,30 
60.8? 68,193 0.06 0.08 1,48 91.81 60,8? 38, 98 48.70 Wag $3.28 $1.63 
68.51 68 062 0.06 0.12 1,48 90. 33 68.51 65.99 $4.81 “VEY $9, 98 97.69 
76.77 67,481 0.06 0.09 1,46 88, 87 76.77 (os 61.42 58. 76 67.0) 64.13 
5.8 67,930 0.08 0.08 Lat 87. 40 85, 38 81.08 68. 28 64.96 74,40 70.70 
92. 83 71 584 0.05 0.08 igo 85. 85 92.83 87,61 74.26 70.09 80. 86 76.34 
102. 80 76,257 0.06 0.09 1.65 84.19 102. 80 96.17 82.24 76.94 89, 38 83.46 
10.22 77,690 0.05 0.11 1.68 82.51 110.22 102, 42 88. 18 Sis01: spanasdas 88.72 
117,68 79,503 0.07 0.12 Metz 80. 79 117,68 108.57 94.14 86. 86 101,50 93.76 
126.51 71,376 0.96 0.14 159 79,24 126.51 115.71 101,21 2 Hell 108. 63 99.52 
137.20 75,351 0.07 0.15 1.63 77,60 137.20 124,18 109.76 Boost 116.58 105. 82 
145.85 69,508 0.09 0.17 1.51 76.10 145.85 130.89 116.68 104.71 121.54 103.6? 
18S. 81 71,450 0.08 0.16 1.55 35.55 185.81 138.4? 124.65 110,78 127. 88 114.49 
164.79 70,197 0.99 0.19 1,52 73.03 164. 79 145.17 131.83 116.13 133.31 118,99 
72.41 65,901 0.08 0.19 Je 71,60 172.41 180.73 137,93 120.59 138. 64 122.44 
«182.10 68 634 0.11 0.22 1,49 70,11 182.10 187.67 145, 68 126.13 145. 43 127, 30 
192.89 65,344 0.11 0.19 142 68.69 192.89 165. 23 154. 31 132.19 182. 25 132.98 
208.12 64,648 0.10 0.22 1.40 67.29 208.12 178.69 166.50 140.56 161.92 ; 138.73 
216.59 62,062 0.13 0.25 1,35 65.95 216.59 181,39 173.2? 145.11 167.8? 142.73 
222.97 63,903 0.13 0,28 Lat 64.58 222.9? 185. 60 178. 38 148.48 171.89 145.38 


Tine: 4:09:26 p.m. for. 17, 1987 


Tillinghast 


=O 56 «= 
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1987 ONTARIO WAGE DISTRIBUTION 
Data Source: Revenue Canada Taxation Statistics, 1984 Taxation Year, Table 2, All Personal Returns by Total Income, Ontario only. 


Data Description: All Returns with Employment Income greater than $0. Gross Income from Enployrent taken as Wages and Salaries Income 
adjusted for other Sources of Emplownent Income (Commissions from Eaplowent, other Employment Income, and Het Susiness, 
Professional, Commission, farming, and fishing Income), adjusted to 1987 Income Levels (trended at 4.5% per annum). 


Het Income: fpproximated from adjusted Gross Income fron Employment by Deduction of C.P.P, Tax, U.I.C. Tax, and Income Tax at 1987 Levels. 
Income Tax calculated assuming no Income other than Income from Employment, and assuming no Deouctions other than Exployment 
Expense Deduction, Basic Personal Exemption, and displayed average number of Dependant Married and Child Exemptions, 


Analysis: Qiscrete Approximation based on a 73 interval partition of Tax Return Total Income. 
100 % Gross Income fron Enployrent (See the comments above for source) On 100% of Gross Basis On 802 of Gross Basis On 90% of Met Basis 


Weekly ($) Number at Avg 8 Full Aug & Full Percent at T above Ueekly ($) flug Capped Weekly ($) Aug Capped Weekly ($) Aug Capped 
Wage Level Uage Level Exmp-Spouse Exmp-Child Uage Level Uace Level Wage Level at Level Wage Level at Level Wage Level at Level 


133.93 63,082 0.11 0.23 teat 63.21 233,93 192. 68 187.14 184.14 178. 33 149.54 
247,39 64 253 0.11 0.28 1,39 61.82 LTRS 201.19 197.91 160.95 186,91 154, % 
261,94 61 607 0.11 0.28 nae 60. 49 261.94 210.18 209.55 168.15 19, 95 160.55 
267,88 63,437 0.12 0.27 1,38 99.11 267.88 213.78 214.30 171.02 195.94 162.97 
273.63 6] 633 0.14 0.30 1,34 $7.78 273.63 220.72 223.70 176.58 207.65 167,82 
235,54 62,242 0.11 0.25 1,35 5b. 43 rea Poh 229.5? 235, 95 183, 65 216.34 172,54 
305. 66 63,731 0.14 0. 31 1,38 55.04 305. 66 235, 62 ESS 188. 49 223.66 176, 6? 
311,88 63,882 0.14 0. 31 1.38 $3, 66 311.88 239.04 249.50 191.23 227.50 178.79 
325, 46 61,322 0.14 0,32 133 $2. 33 325. 46 246. 33 260. 3? 197, 06 235, 86 183. 27 
336,93 CER E 0.13 0.32 1,3? 50. 96 336. 93 252. 33 269,54 201. 86 242.73 186. 87 
S50. ty 60,918 0.13 0. 36 hese 49.64 350.1? 259,08 280.14 207.26 250.95 191.06 
358.56 62,678 0.18 0, 38 1,36 49,28 358. 66 263.29 286.93 210.63 256.59 193.8 
71.35 60,666 0.16 0.40 1.31 46.96 cee 265, 42 297.08 215, 53 264.65 197, 79 
378.68 63,476 0.14 0.33 1,38 45.59 378. 68 272, 86 302.4 218.29 268.56 199. $8 
393, 33 $8,922 0.16 0.39 1,26 1.33 393, 33 279,54 314. 66 223,63 278. 00 203.89 
404, 48 $7,810 0.14 0.45 1.25 43.08 404, 48 284. 48 323,58 227,58 284. 48 206. 76 
410, 96 58 473 0.1? 0.45 1a? 41.81 410. % 267.27 328.77 229, 82 288.97 208, 70 
421.99 $2,747 0.17 0.47 Teka 40.6? 421.09 291.51 336.8? 233.20 298.12 211.27 
$35.29 $2,258 0.18 0.51 Ls 39.53 435.29 297,28 348. 23 237.82 303.9 214, 86 
440,25 49 882 0.1? 0.54 1,08 38. 45 440,25 299,24 382. 20 239, 39 306, 88 216.92 
456.34 52,818 0.18 0.52 i 37.31 456. 84 305.62 365. 47 244.50 316. 96 219.89 
461.97 Bl at2 0.17 0.60 1.43 36.18 461.9? 307.54 369.58 246,02 320.10 221.06 
472.26 49,356 0.21 0.58 1.0? 35,11 472.26 311,26 377.81 249,01 325.99 223.56 
480.39 90,686 0.18 0,64 1.10 34.01 480.89 314.29 384.71 251.43 331.78 225. 24 
sponse 48,490 0.20 0.58 1,05 32. 96 455.23 319,17 396.18 £55.33 340.63 228.25 


Time: 4:99:29 p.m. Apr. 17, 1987 
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7 ONTARIC WAGE DISTRIBUTION 


ta Source: Revenue Canada Taxation Statistics, 1984 Taxation Year, Table 2, All Personal Returns by Total Income, Ontario only. 


ta Description: fll Returns with Employment Income greater than $0. Gross Income from Employment taken as Wages and Salaries Incone 
adjusted for other Sources of Employment Income (Commissions from Employment, other Employment Incone, and Net Business, 
Professional, Commission, farming, and fishing Income), adjusted to 1987 Income Levels (trended at 4.52% per annum). 


t Income: Approxinated fron adjusted Gross Incone from Employment by Deduction of (.P.P, Tax, U.I.C. Tax, and Income Tax at 1987 Levels. 
Income Jax calculated assusing no Income other thar Income from Employment, and assuming no Deductions other thar Employment 
Expense Deduction, Basic Personal Exemption, and displayed average number of Depenoant Married and Child Exemptions. 


slysis: Qiscrete Approximation based on a 73 interval partition of Tax Return Total Income. 
) Gross Incone from Employment (See the comments above for source) Qn 100% of Gross Basis On 80% of Gross Basis Qn 902 of Het Basis 


pkiy ($) Number at Aug 8 Full Aug & Full Percent at Y above Weekly ($) Avg Capped Weekly ($) Aug Capped Ueekly ($? Fug Capes 
ge Level Wage Level Exmp-Spouse Exnp-Child Uage Level Uage Level Wage Level at Level Wage Level at Level Wage Level at Level 


Bi, 11 98 735 0.18 0.61 2.08 30.89 517.11 326. 38 413.69 261.10 382.77 Wiis 
$41.82 89,288 0.21 0.68 P| 28.95 541.82 334.01 433. 46 267.21 368.16 237.00 
Bod, 01 87,02? 0.22 0.66 1.85 27.06 $59.57 339515 447,66 271.32 378,72 240. 06 
$75.92 85 308 0.24 0.75 1.85 Ae $75.92 343,57 460.74 274.86 389.07 242.86 
605.93 83,333 0.24 0.60 1.81 23.4) 605.93 351.14 484,74 280.91 406. 8S 247,34 
631.47 BI 72? 0,24 0.88 aah 21.64 631.4? 357.12 $05.18 285. 70 42t tt 250.77 
641.10 75,860 0.24 0.87 1.64 19,99 641.10 389, 20 512. 88 287. 36 426, 82 251.92 
662.28 20,718 0.26 0.94 1,53 18. 46 662.28 363.44 §25, 82 230.75 439.32 a5eas 
686.05 6), 472 0.25 0.9 133 Lone: 686. 05 367,83 548. 84 234.26 acZ.30 256. 63 
702,21 60,645 0.25 0.86 1.31 15.81 702.21 370.59 $61.7? 256. 48 461.19 256. 34 
744,91 136 443 0.29 1.00 2.96 12. 86 744,91 377,38 595.93 301.88 486.27 262. 31 
790.28 = 107,48) 0.23 1.02 2.33 10.53 290. 28 383.18 632.22 306.54 ye 265.52 
855.97 164,203 0.28 1,09 3.56 6.97 855. 97 390,09 684. 78 312.08 $47.20 269. 21 
943.26 = 100,227 0.3) 1.18 opt 4:79 943.26 396.18 754.61 316.94 $91.48 272.39 


1,039.57 95,318 0.30 1.13 2.0? AEST BIST Y, 400.79 831,66 320.64 636. 80 274.56 
1,171.16 40,199 0.2? 1,05 0.87 1.86 = 1,171.16 404. 38 936.93 323.51 697.79 276.23 
1,298. 33 23,201 0.25 1,09 0.50 ae ay fe | 406.75 1,038.66 325. 40 Toizat 277,34 


1,335. 60 14,237 0.27 Bi 0.3) 1,04 1,395.80 408.06 1,116.48 326.45 803.20 277.96 
1,455. 42 9,686 0.22 0,97 0.21 BoB3) 1,455.92 408.69 1,164.34 326, 95 824.63 276.18 
139.34 14,475 0.24 1,12 0.3) G52) 1755-34 411.02 1,388.2? 328. 82 938.45 279.13 
2,120.11 8,084 0.24 1.28 0.18 035. 2,120.11 493.03 1,696.09 330.42 1,093.70 279,94 
2,582. 66 7,480 0.1? i190 0.16 0.18 2,582.66 414.63 2,066.13 331.70 = 1,276.02 280.57 
3,176.57 3,151 0.13 1.04 0,07 0.12 3,176.5? 15.01 2,541.26 BSG ch hyeiceen 281.09 


? 066. 53 5,310 0.12 0.89 0.12 0.00 7,066.53 420.19 $653.22 336.18 3,071.84 282. 80 


ine: 4:09:32 p.m. Apr. 17, 1987 
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(E) Quebec Excess (Part III) 


Current: 


Proposed: 


Assumptions: 


Adjustment 
macCtors 


Ontario resident injured in Quebec receives any exces 
of REGIE benefits over Ontario Accident Benefits. 


No change (but proposed Ontario Accident Benefits are 
richer). 


Proposed Ontario Benefits are roughly comparable to 
Quebec REGIE except for the REGIE's 'meat chart' and 
death benefits, which items represent about 1/3 of 
REGIE's payout. 
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Exhibit II-16 
) Uninsured Motorist Coveraae 


Current: B.I. (including death) from uninsured or unidentified 
and P.D. (layer from $100 to $25,100) from identified 
uninsured, up to minimum limits in the accident 


qurasdaction. 
Proposed: No change. 
Assumptions: There will be a 40% offset to current costs to reflect 


savings related to economic loss for B.I. from the 
proposed increases in Funeral, Medical + 
Rehabilitation, Death, and Disability Income benefits. 
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(G) Bodily Injury 
Proposed: 


Assumptions: 


= Oa0 "= 
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i 
uy 


Same as current except that tort will be restricted to 
cases where: 


a. There is an excess economic loss after 
consideration of benefits payable under the 
proposed auto policy and all collateral sources. 

b. There is death or permanent and serious injury. 


A tort action based on "a." only may address economic 
loss only. 


1. The other features of the proposed plan, together 
with collateral benefits, will indemify all] 
economic loss except for the high income layer of 
those individuals with very high income from 
employment, some of whom will have potential tort 
action based on death or serious and permanent 
injury. 

2. The 1987 Ontario Wage Table (see Disability Income 
Analysis) indicates that about 4.4% of wage 
earners will bump into the $600 cap on 90% net 
weekly wage, and that their disability income 
under the proposal will be deficient by about 


b20¢ .o0) =) be /2 .50 
044 


= $227.27 per week. 
Wage earners make up about 


b.bosre cisco x 100% 
Babs rao oth 2. O55 


= 51% of the population. (See Death Benefit 
Analysis Table) 


3. The American Study ‘Compensating Automobile 
Accident Victims' (U.S. Department of Transport, 
May, 1985) indicates on page 19 that about 6.0% of 
bodily injury claims are for serious, severe, 
critical and fatal cases. Mr. J. Cheng (Canadian 
Underwriter, February 1987, page 38) indicates 
that 2r0t Bei. Claims and-S52. of By. Voss 
dollars are associated with permanent and serious 
injury. 
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Bodily Injury 


Adjustments: 


= OA = 


Exhibit II-18 


4, We will assume that the top 8% of B.I. claims wil] 
remain in tort and that the tort system will 
remain unchanged relative to these claims. This 
corresvonds: to 56.2% OF the Bt. stoss dollars 
remaining in Tort, based on the 1983 F.P.Y. 
size-of-loss distributon for B.I. at the 54 month 
development level (see Table following). 


5. Claims close in increasing order of ultimate 
severity. 


56.2% of B.I. L + ALAE remains. 


A385 Of cB. 1 lets ALAE “is eliminated wall agit closed 
prior to 54 months for a F.P.Y. (or 48 months for an 
accident year) (see Exhibit IV). 


LDF 48 to ultimate on an accident year = 1.088 (See 
Appendix A). 


% of ultimate B.I. Loss + ALAE remaining = 


100 - 43.8 =sooe7 
100 Sap14088 


Present value factor for 41.6% eliminated. 


= 4,59 + 15.02 + 18.53 x .82 = .8649 
A Ba 6 e904 22.500 x oe 


(see Exhibit IV) 


Preliminary indications from the I.B.C. Ontario 

B.1. Claims Survey indicate that the upper layer of 
B.I. remaining in tort might be appropriately reduced 
by about 25% to reflect savings related to economic 
loss from the proposed increases in accident benefits 
coverage. 
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INSURANCE BUREAU OF CRNADA 
Ontario Private “assenger Automotile (ex. Farmers) 
Third Party Liability Bodily Injury ‘and Passenger Hazard) 
Adjusted Raw Incurred Size of Loss Distribution 


for 


i 


1983 Fiscal Policy Year at 54 Months (December 31, 1986) 


Pure Loss 
Range Floor 


10 001 
15,001 
20,001 
25,001 
36,031 
37 S01 
50,001 
100,00) 
200,001 
300,001 
500,00) 


} 000 001 


Number 
of Claims 


4 556 
4,476 
3,002 
£33 
2,110 
3,520 
2,51? 
2,891 
} 63? 
1,106 
+3525 
99 
745 
985 
424 
145 
2 
49 


8 


fount of 
Pure Loss 


§ 030,345 
6 502,843 
7,310,595 
8 069,216 
9,289,105 
20 936, 933 
21,280,315 
Scio anet 
27,572,934 
24 022,978 
36 602,736 
2,886 , 458 
3} 105,012 
66,784,524 
57,111 838 
33, 466 340 
40,708 S01 
29,322,859 


12,783,605 


Raount of 
ALAE 


2,642,043 
1,335,442 
1,035,481 

938,189 
1,010,661 
2,058,569 
1,031 016 
2,540,360 
2,002,434 
1,680,455 
2,118,077 

158,376 
1,299,676 
3,144,370 
2,388,036 
1,140,483 
1,443,354 

498,175 


82, 382 


Rrount of 
Loss+PLAE 


7,672, 388 
7,838,285 
8,346,076 
9,007 408 
10,299,766 
22,995 502 
23,111.33) 
36,916, 084 
29,575,368 
25 703,433 
40,720,813 
3,044,834 
32,904 , 688 
69,928,894 
69 199.874 
34 606, 823 
42,151,855 
29,821 034 


12,865 , 98? 


Number over Floor 
Humber Per Cent 


32,085 100.0 
2? ,529 85.8 
23,053 71,8 
20,05) 62.5 
17,672 eb 
1$ S62 48.5 
12,042 Sian 
9 525 29.7 
6,634 20.? 
4,397 18.6 
3,89) 12.1 
2,56? 8,0 
2,468 Pe 
1,223 ee 
738 La 
314 1.0 
169 0.5 

9? 0.2 

8 0.0 


Note: 1) Row with Colusn [7] = 8.0 and the Row immediately above obtained 
by Linear Inerpolation from original Row above 


Tine: 5:53:44 p.m. Apr. 18, 1987 
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Loss*ALAE over floor 
Dollars Per Cent 


507 010,440 
499, 338 082 
491 499,767 
483,153,691 
474,146, 286 
463 846 520 
440,051 018 
417,739,687 
360 823 603 
351 248,235 
325 544 802 


284 823 989 


261 779,155 


248,874, 467 
178,945,573 
119,445,699 
B4 938,876 
42,687,021 


12,865 , 98? 


100.0 


96.5 


56.9 


95.3 


phe 


a5 


87.0 


82.4 


75.1 


69.3 


64,2 


56.2 


55.6 


45.1 


sea 


23.6 


16.7 


8.4 


is 


ms GD 


EXOT D It) Li=20 


Property Damage Coverage 


Proposed: No change from current. 
Assumptions: 1.00 
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Exhibit II-2] 


(H) OHIP 
Current: cede OF [NIG Party biaort Livy Premium. 
Assumptions: |]. OHIP agreement will be revised to generate the 





Same revenue from the reduced proposed third party 
premium and/or accident benefits premium. 


2. This amount is payable at the average premium date 
of the fiscal policy year. 


Adjustment Factor: 1.00 


Note: 


See Calculation for estimated 1987 F.P.Y. Loss Cost Following. 
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HIP AGREEMENT LOSS COST 

-NSURANCE BUREAU OF CANADA 

ntario Private Passenger Automobile (ex. Farmers) 


istimated Third Party Average Premium and OHIP Levy 


for 

















m8? Fiscal Policy Year 


i 


iscal Policy Year Average Third Party Premium CHIP Levy 
| fled (2] ai) 
| Se2 194.89 
1983 212.61 
1984 214.18 
| Eyes 217.80 
1286 277.48 
balendar Yr 1986-2 oc2,665 
iso? bestimated? 223 229 8.08 
Notes: 1) Column £2] Data derived from 1986 Green Book, page 15 
exceot 1966-2 Calendar Year Datum from Average Premium 


























Run supporting 1986 Green Book Pure Premium Exhibit. 


NI 


Estimated 1987 FPY Average Premium taken as 1986-2 Calendar 
Year value plus Sf. 


3) OHIP Third Party Premium Tax Rate taken as 2.4%. 


4) It is assumed herein thar the OHIP Formula will be adjusted 
in the Proposed Environment to produce the same revenue. 


Mere: (2:51°55 p.m. Apr. 29,1987 
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INSURANCE BUREAU OF CAMRDA 
Ontario Private Passenger Automobile (ex. Farmers) 
Coverage and Kind of Loss: Accident Benefits - Funeral 
Ultimate Loss and Loss Adjustment Expense 


Trend Analysis and Projection of 1987 Fiscal Policy Year Ultimate Loss Cost Per Car-Year Exposed 


Trended 
1987 F.P.Y. 
Fiscal farned Incurred Ultimate Ultimate Ultinate Ultimate Level Ultimate 
Policy Car-Years Hunber Incurred Incurred Incurred Loss Cost F.P.Y. Loss Cost 
Year of fxposure of Claims Loss and LAE Frequency Severity per Car-Year eight per Car-Year 
[1] (2) 3] (4] (S] [6] [7] [8] [9] 
198} 3.401599 1,668 2,210,851 0.048 1,325 0.64 0,64 
1982 3,496 517 1,009 1,338,615 0.029 1,32? 0.38 0.38 
1983 3,564,108 684 906 608 0.019 1,32 0.25 30 0.25 
1984 3 103,290 649 853 062 0.017 13l4 0.23 $ 0.23 
1985 3874 593 73? 968 731 0.019 134 0,25 3 0.25 
Latest S Year Log-Linear Fit Annual Trend 0.788 0.997 0.786 
Latest 4 Year Log-Linear fit Annual Trend 0.871 0,996 0.868 
Latest 3 Year Log-tinear Fit Annual Trend 1,000 0.996 0.996 
Latest 2 Year Log-Linear Fit Annual Trend 1,118 1,000 1.118 
Selected Annual Trend factor 1.000 1,000 1,000 
Projected Ultinate Loss Cost for 1987 F.P.Y. 100 0.24 


Hotes: 1) Colunn [2] from 1985 Green Book, page 15 
2) Coluan [3] fron Appendix C 
3) Coluan [4] fron Appendix 0 
4) Coluan [5] = 100 x Column (3]/Colunn [2] 
5) Column (6] = Column (4]/Colunn (3) 
6) Colunn [7] = Column [4]/Column [2] 
7) Column C9] = Column (7] x L. C. Trend * Year Difference 
8) Projected Ultimate L. C. = .01 x sum of Column (81 x Column £9] 
9) Colunn [3] taken as 125% of Death Benefit Column (3] adjusted for Exposure 
10) Column [4] taken as Column (3) x $1225 (AIX System) x ULAE Factor 


Time: 3:46:33 p.m. Ror. 17, 1987 
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APPENDIX V 


REGULATORY AND CRIMINAL SANCTIONS FOR UNSAFE DRIVING 


Licensing Requirements 


Licensing regulation in Ontario is covered by Part III 
of the Highway Traffic Act (H.T.A.).! Having a licence to 
drive in Ontario is considered a privilege rather than a 
right. 


3 or for an 


It .is tnlawful ato drive without,a ilicence 
owner to allow someone to drive his or her car without a 
licence.’ The penalty for driving without a licence is a 
fine of between $100 and $500.° Drivers are required to 
carry their licences with them and to surrender them for 
inspection to the police. ® The requirement to carry an 
Ontario licence does not apply to non-residents or new 


residents of Ontario who meet particular requirements. ’ 


It is illegal to drive with a licence which has been 


cancelled, revoked, suspended, is fictitious, or has been 





lH.T.A., R.S.O. 1980, c.198,ss.17-40, as amended. 
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fraudulently obtained.’ A driver cannot lend? or borrow! ? 


a licence and must surrender a revoked or suspended 
licence.!! 

It is unlawful to have more than one licence!* unless 
the second licence is a learner's permit for a different 


class, such as that for driving motorcycles. !3 


The driving age in Ontario is 16. No one under the 
age of 16 can drive on any highway, /4 even on a 
motor-assisted bicycle (moped),!° although anyone under 16 
is permitted to drive farm machinery off the highway or 
directly across it.!'® No one may hire a person under 16 


to drive on the highway.!/ 
It is unlawful to rent a car to someone unless that 
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person has a licence.!® In order to rent a car, a person 


must produce a valid Ontario driver's licence. !9 


A driver's licence can be suspended for the following 
reasons: conviction for criminal negligence causing 
death, criminal negligence causing bodily harm, 
manslaughter with a vehicle, dangerous operation of a 
motor vehicle, failure to stop at the scene of an 
accident, operation of a motor vehicle while impaired or 
with more than 80 milligrams of alcohol in the blood, 
impaired driving causing bodily harm or death, or failure 
to provide a blood sample when demanded. On conviction of 
any of these offences, a driver's licence will be 
suspended for a minimum of one year on the first 
conviction, two years on a second and three years on any 
subsequent conviction.*® On conviction of any of the 
above offences, except criminal negligence causing death 
and manslaughter (with a vehicle, which carry a maximum 
penalty of life imprisonment, the trial judge may extend a 
licence suspension by up to three years.?! On conviction 
of those offences carrying a maximum penalty of life 
imprisonment, a trial judge may extend a licence 
suspension for any period considered desirable for the 


protection’ ofthe public. ?4 
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Anyone convicted of the criminal offence of driving 
while disqualified is subject to a provincially imposed 
licence suspension of one year on the first conviction and 
two years on any subsequent conviction.*3 If the driver 
has been prohibited from driving in Canada under the 
Criminal Code,*‘’ the period of suspension will be either 
the period of provincial suspension or the period of 
criminal prohibition, whichever is longer.*2 Anyone who 
has not paid a fine under the Highway Traffic Act?®, the 
Public Vehicles Act,*’ the Public Commercial Vehicles 
nce or any of the regulations, may have their licence 
suspended or denied until that fine is paid. Driving 
while one's licence has been suspended for a contravention 
of the statutes referred to above is punishable by a fine 


of not more than $500.29 


If a blood test reveals 50 milligrams or more of 
alcohol in a driver's bloodstream or a driver refuses to 
provide a breath sample, the driver's licence may be 


suspended for 12 hours.29 If there is no one to remove 


Deen ase al 

24 REPO. Povo. CG oo. as amended: 
pool Aves 2a (ale 

26R.S.0. 1980, c.198. 

27R.S.0. 1980, c.425. 

fon S70. OS0cme 507. 
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the vehicle from the scene, the police will tow it, store 


Lt and chéerdriaver’ well *be* charged stor the expense. ?! 


Any loss or denial of licence may be appealed to the 
Licence Suspension Appeal Board.%’* The Board's decision 


may be appealed to a judge of the District Gourt.>** 


Driving with a suspended licence is punishable, on a 
first offence by a fine of not less than $250 and not more 
than $2,000, on a subsequent offence by a fine of $500 to 
$2,000 and/or in either case, to imprisonment for up to 
six months.?4 Conviction for driving while suspended may 


increase the period of suspension by six months. 2° 


The Lieutenant Governor in Council has the right to 
set the classes of vehicles for licence purposes, :the type 
of licence and the content of the driver's examination. °° 
There are ten types of licences applicable to various 
classes of vehicles and drivers. The requirements for 


obtaining these licences are set out in the regulations to 


the Highway Traffic Act.3/ 
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To obtain a licence, the applicant is required to take 
a driver's examination; if a driver has a general licence 
from another province or the United States, he or she must 
surrender the licence and pay the fee for an Ontario 
licence.?8 The Governor General, the Lieutenant 
Governor, diplomats or a member of the diplomatic staff 
with a valid foreign driver's licence, may obtain an 


Ontario driver's licence without an examination. 2? 


Demerit Points 


(a) Regular drivers 


Upon conviction of an offence under the Highway 
Traffic Act‘! a driver collects demerit points up to a 
total of 15, according to a schedule. When a driver has 
accumulated six to eight demerit points, the driver is 
notified by mail. When between nine and 14 demerit 
points are accumulated, the driver may be required to 
attend an interview to show cause why his or her licence 
should not be suspended. If the driver fails to appear, 
or to show proper cause why the licence should not be 
suspended, the Minister may suspend the licence for up to 


two years. 


If a driver accumulates 15 or more demerit points, the 
Registrar will give notice and suspend the licence for 30 


days after the date the licence is surrendered, or two 


38H T.A., Regulation 461. 
39H. T.A., Regulation 461(3. 


40R.S.0. 1980, c.198. 
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years from the date of suspension, whichever comes first. 
For any subsequent offence, the Registrar will give notice 
and suspend the licence for six months from the date the 
licence is surrendered or two years from the date of 
suspension, whichever comes first. After the suspension 
period is over, the driver's record is set at seven 


demerit points. 


(b) Probationary Drivers 


Drivers are classed as probationary for their first 
two years. If the driver has less than nine demerit 
points from the driver's learner's permit, or from a 
previous licence, the driver starts without demerit 
points. On the first occasion that demerit points are 
recorded, the probationary driver will receive a notice in 
the mail. Once six points have been accumulated, the 
licence is automatically suspended. The suspension time 
for probationary drivers is the same as that for regular 
drivers. Once the suspension period is over, the demerit 


points are reduced to zero, 4! 





Al O27 Res. 359/51; 


=‘oo = 


DEMERIT POINT SCHEDULE 
O. Reg. 359/81 


Number of 
Demerit 
Description Points 


Failing to remain at the scene of accident 


Careless driving 
Racing 


(a) Exceeding speed limit by 50 km/h 
or more 


Exceeding speed limit by 30 to 
49 km/h 


(c) Exceeding speed limit by 26 to 
20 km/h 


Driver of bus fails to stop at railway 
crossings 


Driving through, around or under railway 
crossing barrier 


Failing to yield right of way 


Failing to obey a stop sign signal 
light or railway crossing signal 


Failing to obey directions of police 
constable 


Driving or operating a vehicle on a 
closed highway 


Failing to report an accident 
Improper passing 


Improper driving where highway divided 
into lanes 


Failing to stop for school bus 
Following too closely 


Crowding driver's seat 
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DEMERIT POINT SCHEDULE 


Number of 
Demerit 
Description Points 


Wrong way on a one-way street or highway 


Failing to stop properly at a pedestrian 
crossing 


Failing to share road 

Improper right turn 

Improper left turn 

Failing to signal 

Unnecessary slow driving 

Failure to lower high-beam headlights 
Improper opening of vehicle door 


Prohibited turn 


Towing persons on toboggans, bicycles 


Failure to obey portable signal lights 





=o 


Criminal Code 


Driving conduct is also regulated by the Criminal 
Codem.s I will not review each relevant section of the 
Code in detail. In addition, to the drinking and driving 
offences previously referred to, the Criminal Code 


regulates the following driving conduct: 


(a) criminal negligence causing death; 43 


(b) criminal negligence causing bodily harm; 44 


(c) dangerous driving causing bodily harm;‘° 
(d) dangerous driving causing death; ‘46 
(e) leaving the scene of an accident with intent to 


escape civil or criminal liability.‘4/ 


If a driver is convicted of criminal negligence 
causing bodily harm or death, dangerous driving, dangerous 
driving causing bodily injury or death, leaving the scene 
of an accident, or impaired driving causing bodily harm or 
death, the court may make an order under the Criminal Code 
prohibiting the person from driving.4® On conviction of 
an offence punishable by life imprisonment, the person may 


be prohibited from driving for any period; on conviction 


FoR SS. CiuMlOdOe leiatede. 


‘2c GC.) saup233(3)2 


Re Cree jaan 237s 


- 657 - 


of offences punishable by a sentence of more than five 
years, the prohibition may be for up to ten years; and on 
conviction of any other offence, the prohibition may be 


for up to ;three years.‘9 


Driving Practices 


Part IX of the Highway Traffic Act,°® entitled "Rules 
of the Road", sets out the main provisions concerning 


driving conduct. 
Three specific sections should be mentioned: 


(a) School Bus Law 


Section 151 of the H.T.A. deals with driver behaviour 
in relation to school buses. A driver is required to stop 
when a school bus is stopped with red signal lights 
flashing and may not proceed until the lights have stopped 
flashing. The only exception to this rule occurs where 
there is a median strip, and the car and bus are moving in 
opposite directions.®! The penalty for contravening this 
provision is a fine of $100 to-.$500 on a conviction of a 
first offence and a fine of $250 to.$1,.000,..or 
imprisonment for up to six months on conviction of a 
second offence.»* As of 1982, the demerit points for 


failing to stop for a school bus increased from four to 


A GRC Seueeas (20 
99R.S.0. 1980, c. 198. 
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six points, 2 putting the offence on a par with careless 
driving, racing and exceeding the speed limit by more than 
50 kilometers an hour. The only offence for which the 
penalty is more than six demerit points is failing to stop 


at the scene of an accident (seven points). 


(b) Seat Belt Law 


In 1976 it became mandatory to wear seat belts in 
Ontario.°4 The law applies to both drivers and 
passengers, including those sitting in the back seat. It 
is the driver's legal responsibility to ensure that 
children between the ages of two and 16 wear seat belts. 
In 1982, this provision was amended, making it mandatory 
that all children be secured in a manner prescribed by 
legislation, thus extending the seat belt law to include 
infant restraints.» The penalty for contravention of 
the seat belt legislation is a fine of between $40 and 


$200. °6 


53O. Reg. 599/82. 


°4The Highway Traffic Amendment Act, 1975 (2nd session) 
(Not? 2)¥S. O29 1975" (2nd ‘sesetonje cl 144 sit. 


S9Highway Traffic Amendment Act 1982 S.0O. 1982, c. 28, 
A o- 


56 See S.0. 1983, c. 63, s. 45, amending R.S.O. 1980 c. 
198, s. 188. 
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(c) Motorcycle Helmet Law 


In 1967 an amendment to the Highway Traffic Act®’ made 
the wearing of motorcycle helmets mandatory. The 
performance standards for helmets were prescribed by 
regulation in 1968.°8 The regulation states that a 
helmet must have a smooth outer shell lined with a padded 
material and must have a chin strap. It must conform to 
the standards of one of the following: the Canadian 
Standards Association, the Snell Memorial Foundation, the 
British Standards Institute or the United States of 
America Federal Motor Vehicle Safety Standard 218.°9 


Failure to comply with the motorcycle helmet provision is 


also punishable by a fine of between $40 and $200.6? 


(d) Speed Limits 


Part VIII of the Highway Traffic Act sets out the pro- 
visions for speed limits in Ontario. The speed limit for 
any highway within a city, town, village, police village 
or built-up area is 50 kilometers per hour.®! Outside 
these areas, the speed limit for any highway or 
62 


"controlled-access highway" is 80 kilometers per hour. 


Municipal councils or police village trustees can change 


>) RtS, OneelOS0. cea dlOBiase. 2-885 

58See R.R.O. 1980, Regulation 482. 
599. Reg. 482. 

60See footnote 56. 
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these limits but they must be kept between 20 and 100 
kilometers an hour.®? The Ministry may designate 
construction zones on the highway and set speed limits for 


those areas. 


Penalties for speeding are as follows: 


20 km/h or more over the limit: $1.25 per km/hr. 
20-39 km/h over the limit: Sino Der skin, ok. 
40-59 km/h over the limit: $2.50 per km/hr. 


If a driver were travelling 142 kilometers per hour in 
an 80 kilometer per hour zone, the fine would be $201.50. 
If a driver were travelling at a speed exceeding the limit 
by 50 kilometers per hour, his or her licence could be 
suspended for up to 30 days.°4 (The demerit point 


schedule is set out in Item 4 of Table I.) 


Vehicle Design 


Legislative jurisdiction for vehicle design is shared 
by the federal and provincial governments. The federal 
Ministry of Transport administers the Motor Vehicle Safety 
Rec and the Ontario Ministry of Transportation & 
Communication administers Part V of the Highway Traffic 


Act, 66 


The federal government has constitutional jurisdiction 


over international and inter-provincial trade. The long 
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title of the Motor Vehicle Safety Act includes the wording 
" .,and to provide safety standards for certain motor 
vehicles imported into or exported from Canada or sent or 
conveyed from one province to another." Federal standards 
apply at the level of the manufacturer, importer and 
dealer. Federal standards do not apply to the sale of a 
vehicle between private parties within a province, nor to 
the condition of motor vehicles being driven on the 


highways. 


The provincial legislation sets standards for vehicles 
sold, registered or operated in the province. When 
vehicles are imported from outside Ontario, federal and 
provincial jurisdictions overlap. For the most part, 
federal standards apply to new cars and are enforced at 
the manufacturing or importing stage. Provincial 


standards apply to car owners. 


Table I sets out the federal safety standards. They 
set requirements and standards for equipment installed in 


the vehicle. 


Table 2 sets out the provincial standards. The general 


requirement for owners and drivers is set out as follows: 


No person shall drive or operate or permit the 
driving or operation upon a highway of a vehicle or 
vehicles that in combination are in such a dangerous 
or unsafe condition as to endanger any person. &/ 
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TABLE I: CANADIAN FEDERAL VEHICLE SAFETY STANDARDS 


Title Effective 
date 


Control location and identification 13 AOL erik 
Transmission shift control sequence 

Windshield defrosting and defogging 

Windshield wiping and washing system 

Brake system 

Hydraulic brake hoses 

Reflecting surfaces 

Lighting equipment 

Lighting equipment - passenger cars 

Pneumatic tires 

Tire selection and rims 

Rearview mirrors 

Rearview mirrors —- passenger cars 

Headlamp concealment devices 

Hood latch system 

Locking system 

Vehicle identification number 

Hydraulic brake fluid 

Power windows 14/07/71 


Tire selection & rims for vehicles 4/04/79 
other than passenger cars 

Air brake systems 

Motorcycle, motor driven cycle & moped 

brake systems 22/01/81 
Motorcycle controls & displays 26/06/79 
Accelerator control systems L272 73 
Occupant protection 137 OUT 
Head restraints 

Driver impact protection 

Steering column rearward displacement 

Glazing materials 

Door latches, hinges and locks 

Anchorage of seats 

Seat belt installations 

- 3 point belt requirements L27i2/ 43 
- Air bag system maintenance 

- Alr bag system requirements 24/07/74 
- Passive seat belt requirements 23 FLOSS TG 
- Seat belt warning system requirements1l2/02/71 
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TABLE I: CANADIAN FEDERAL VEHICLE SAFETY STANDARDS 


209 
210 
Ded ck 
Zi2 
Pde Be 


tae LS 3 


214 
Zi 
216 
ony 


218 
219 
cat 
gue 


301 


S0%. 
301. 


302 


Title 


Seat belt assemblies 

Seat belt assemblies anchorages 

Wheel nuts, hub caps and wheel discs 

Windshield mounting 

Child seating and restraint systems 
Infant restraints 

Side door strength 

Bumpers 

Roof intrusion protection 

Bus window retention release and 

emergency exit 

School bus rollover protection 

Windshield zone intrusion 

School bus body joint strength 

School bus passenger seating and 
crash protection 

Full tanks, filler pipes & connections 
Full system integrity (L.P.G.) 

Full system integrity (C.N.G.) 
Flammability 


Effective 
Date 


SEH AAG AI: 


24/10/73 
3/06/82 
PREIS YATE 
26/07/72 
14703773 
14/08/74 


26/ LO ia 
19/08/81 
127 03750 
12/03/80 


e701 
29/07/82 
29/07/82 
26/07/72 
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PROVINCIAL STANDARDS FOR VEHICLE 
SAFETY EQUIPMENT 


The following are the requirements for obtaining a 
safety inspection sticker to register a vehicle: 


1. Body work 


2. Brakes s.2 


3. Engine Controls 
and Steering 


4. Suspension 
system 


Reg. No. 483, s.1 including, °8 


bumper and fenders s.1(a)(b)(d) 
hood and latch s.1(1)(e) 

energy absorbing material s.1(i) 
seat belt assemblies and 
anchorages s.1(i)(j)(k)(1) 
emergency exits on buses s.1(1)(n) 
safety requirements for physically 
disabled passenger vehicles 
s.1-(1);¢p) 

doors s.1(2):(@3) 

chassis frame underbody and 
mounts s.1(4) 

drive shaft s.1(5) 

mirrors s.1(6) 

Windshields and windows s.1(7) 
fuel system s.1(8) 

exhaust system s.1(9) 

fifth wheel coupling devices 
s.1(10) 

trailer hitches 


2 working braking systems 
(regular brakes, and an emergency 
brake) Hen.) S46 Cl) C2 Gy) 

must be in good working order 

HoT oA. S:46.05)2 


acceleration control system 

es x 

power steering s.3(3) steering 
column, ¢.3 4) 

front wheel alignment s.3(5) (6) (7) 


s.4 


68a11 section numbers refer to Regulation No. 483 of the 
Highway Traffic Act, R.S.O. 1980, c.198, as amended. 
Sections of the Highway Traffic Act itself are prefaced 
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TABLE II: PROVINCIAL STANDARDS FOR VEHICLE 
SAFETY EQUIPMENT (continued) 


Electrical 
system 


Lighting 


Tires and wheels 


Numbered plates 


Hoch s +l) 

windshield washer system s.5(2) 
heating and defrosting s.5(3) 
neutral starting switch s.5(4) 
speedometer s.5(5) 


headlight H.T.A., s.44(1) to 
€18)0q) Reg 41483 4's, 6 

plate lights H.T/A., s.44(19) 
parking: Lights HT. A.) s.441 20) 
trailer vente! Hele As wes. eteces? 
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APPENDIX VIII 
GLOSSARY OF INSURANCE AND RELATED TERMS 


ACCIDENT FREQUENCY - The number of accidents related to 
the risk. Some risks are inherently "high frequency" 
risks as for example, most city transit systems. Other 
risks are "low frequency" risks which may go for a 
considerable length of time without reporting any accident 
but when an accident occurs, it is often quite a 
substantial one as for example, hydro electric systems. 


ACCIDENT YEAR EXPERIENCE - Simplistically the matching of 
all losses occurring (regardless of when the losses are 
reported) during a given twelve-month period of time with 
all premiums earned (regardless of when the premiums were 
written) during the same period of time. More 
specifically, the total value (losses paid plus loss 
reserves) of all losses occurring during the defined 
twelve-month time period (i.e. the date of loss falls 
within the time period) is divided by the earned premium 
(see its definition) for this same exposure period. As 
the experience is developing, loss reserves are used in 
the calculation, but the ultimate result cannot be 
finalized until all losses are settled. While any 
twelve-month period can be used to define the exposure 
period, the year beginning January 1 is normally used. 
The most accurate method uses exposure earned premium (see 
its definition under EARNED PREMIUM) as the denominator, 
whereas in practice accounting earned premium (see its 
definition under EARNED PREMIUM) is frequently used as a 
matter of convenience. 


ACTUARIAL RATES - Rates which are determined by using 
loss history, projections, and mathematical formulas. 


ACTUARIAL SCIENCE - A scientific technique by which 
principles of mathematics are used to determine insurance 
rates. Factors considered include loss history, interest 
rates, and other costs projected over time. 


ACTUARY - A person trained in the "principle of large 
numbers" and the "theory of probability" as it applies to 
the insurance business. He is usually a mathematician and 
his responsibilities are to calculate the proper premium 
rates based upon experience and often to consider the 
accuracy of the assessments of reserves. 
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ADDITIONAL INSURED - A person, other than the named 
insured, who is protected by the terms of the policy. 
Usually a specified individual such as a spouse or a 
member of the insured's family -- but sometimes, as in 
automobile insurance, any person provided he is driving 
the insured vehicle with the insured's permission. 


ADEQUACY - A required characteristic of an insurance 
rate. The rate must provide sufficient funds to pay 
losses and expenses. Such rate adequacy is required by 
insurance laws to prevent insurer insolvency. 


ADJUSTER - The person who investigates insured losses and 
negotiates the settlement of claim on behalf of the 
insurer. Public adjuster is one who, for a fee, 
represents policyholders in the adjustment of their 
losses with insurance companies. 


ADJUSTMENT - The process of arriving at the settlement of 
a claim. It may consist of a series of computations in an 
uncomplicated fire loss or it may involve discussions of 
the degree of liability, quantum of damages and other 
matters in problem liability claims. 


AFFIDAVIT - 1) A sworn statement. 2) A written 
statement in the name of a person known as the 
"deponent", who has voluntarily signed and sworn or 
affirmed to such a statement. Such statement is known as 
an affidavit. 


AGENT - A person who is employed to act on behalf of 
another. An insurance agent usually has a contract with 
the insurance company to sell the insurance company's 
policies to the public, on behalf of the insurance 
company, and is paid a commission on such business. 


AGENCY EXPERIENCE - Companies keep a record of the 
profitability of business through their individual 
agents. By comparing business written and losses 
incurred for all its agents, a company is able to assess 
the relative value of these agents to the company. 


AGGREGATE - The dollar amount of insurance coverage 
during one specified period, usually 12 months, for all 
insurance losses sustained under a policy during such 
period. 


ALIEN COMPANY (OR INSURER) - A company incorporated in a 
foreign country. 


- 715 - 


ANNUAL RETURN - Financial information that must be filed 
with a government department each year. Non-profit 
charitable institutions must file a financial return each 
year with the Department of National Revenue if they wish 
to maintain their tax-exempt status and their right to 
issue tax-deductible receipts to financial supporters. 
Unions and corporations in Canada, above a certain size, 
are required to file information annually under the 
Corporations and Labour Unions Returns Act. Federally 
incorporated companies have to file an annual return on 
their financial activities for deposit with the Department 
of Consumer and Corporate Affairs. Provincially 
incorporated companies are also required to file an annual 
return with the provincial government if they wish to 
maintain the privileges of incorporation. 


ANNUITY - The payment of a regular pension or similar 
benefit for a specified number of years or for the 
lifetime of the beneficiary, paid out of an invested sum 
of capital. The proceeds of Registered Retirement 
Savings Plans are usually converted into an annuity known 
as a registered retirement income fund. The federal 
government began selling annuities in 1908 and stopped 
selling them in 1975. Before there were government 
pensions, annuities provided an important way for ordinary 
Canadians to put aside money for their old age. Now they 
are sold only by insurance companies. 


APPRAISER - The person called upon to establish quantum or 
the extent of material loss resulting from a claim, or to 
assist in the underwriting of a risk, usually recognized 
as an expert in his field of endeavour, i.e. real estate, 
gemologist, automotive or industrial equipment. The 
independent appraiser is an independent businessman who 
represents many insurance companies, reporting to the 
adjuster or company. The staff appraiser represents one 
company exclusively and reports directly to that company. 
The adjuster's appraiser usually represents one 
independent adjuster and reports directly to that 
adjuster. 


ARBITRATION - An arrangement for reaching agreement 
between two sides by which both sides submit their case to 
a committee or a person who generally is vested with the 
authority of giving a final answer to the dispute. 


ARBITRATION CLAUSE - A clause in an insurance policy 
providing a means of resolving differences between the 
company and the policyholder without litigation. 
Usually, each party appoints an arbiter;+.The two thus 
appointed select a third arbiter, or umpire, and a 


- 716 - 


majority decision of the three becomes binding on the 
parties to the arbitration proceedings. 


ASSIGNED RISK PLAN - A plan between insurance companies in 
certain areas to accommodate the poorer risks which would 
not normally be acceptable to an individual company. 


In operation, the risk which is difficult to place is 
presented to an office designated for that specific 
purpose and is assigned to an insurance company which 
must write it. The assignments are made in proportion to 
the volume of business written by that particular 
company. 


Since there is a certain amount of stigma about the 
insured whose risk is so poor that it must be "assigned", 
and the resulting delay in processing, the Assigned Risk 
Plan is now superseded in many areas with a "facility" 
plan. (See also: FACILITY PLAN). 


ASSIGNMENT - The transfer of an interest from one party to 
another. Insurance policies are personal contracts and 
are not transferable except by consent of the insurance 
company. 


AUTOMOBILE INSURANCE - A form of insurance protection 
indemnifying an insured for loss arising out of the 
ownership, use or maintenance of an automobile. A loss 
may arise out of his legal liability to others (commonly 
referred to as Bodily Injuries or Public Liability and 
Property Damage) or loss or damage to the vehicle arising 
out of collision, fire, theft or a number of other risks. 
Medical, surgical and hospital care for the insured and 
his passengers may also be included in the automobile 
insurance. 


An Automobile Insurance policy can also be extended to 
insure the insured not only when driving his own vehicle 
but driving the vehicle of any other of the same type with 
the acknowledging consent of the owner of that car. 


AUTOMOBILE LIABILITY INSURANCE - A form of liability 
insurance (See: LIABILITY INSURANCE) which is 
specifically designed to indemnify for loss incurred 
through legal liability for bodily injury and damage to 
property of others caused by accident arising out of 
ownership or operation of an automobile. 


"AUTOMOBILE PROBLEM" - This involves the socio-economic 
necessity of an automobile, the magnitude of the exposure, 
the need for liability insurance, the social insurance 
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aspect, and the political appeal of the factors involved 
(safety, insurance, tort law). 


AVERAGE - A single number that is intended to be typical 
of a series of numbers. For example, the average weekly 
wage is a figure that is representative of a wide range of 
individual weekly wages; the average selling price of a 
new home is representative of the different prices being 
charged for new homes. 


Averages are useful because they give a more accurate 
picture of performance over periods of time, a picture 
that can be used as a standard in assessing short-term 
performance. For example, current inflation, 
unemployment, and gross-national-product growth rates are 
better understood if they are measured against the 
average of the past five or ten years. Averages also 
give a truer picture, in the sense that they smooth out 
the effects of short-term fluctuations such as bad 
weather or an industrial dispute. 


There are different methods of calculating average 
figures. The most commonly used average is the simple 
average, which is produced by taking a series of numbers, 
adding them together, and dividing the total by the number 
of numbers; for example, if a country had, in a five-year 
period, inflation rates of 6.7, 7.4, 8.9, 9.3, and 8.2, 
its average annual inflation rate would be 8.1 per cent. 

A weighted average is calculated in a similar fashion, 
except that the relative importance of different 
components of the average are taken into account. For 
example, in calculating the Consumer Price Index (CPI) 
which represents an average of a typical bundle of 
consumer purchases in a month, more weight is given to 
food costs, which represent a large element of a family's 
budget, while a relatively small weight is attached to 
recreational spending. 


BANK RATE - The rate of interest the Bank of Canada 
charges to the chartered banks and to money-market 

dealers for their infrequent loans. The chartered banks 
can borrow from the Bank of Canada as a last resort, 
usually for just a few days. A bank, for example, may 
need a one-million-dollar loan for a day or two to 
maintain its minimum cash balance until its cash position 
has improved. The bank rate is more important, though, as 
a signal to the banking system on the direction of 
monetary policy. An increase in the bank rate is normally 
a sign that the Bank of Canada plans to tighten the money 
supply. This in turn will lead to an increase in interest 
rates charged by the chartered banks and other financial 
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institutions to their customers. A drop in the bank rate 
is normally a signal that the Bank of Canada intends to 
relax monetary policy, and the bank system will respond by 
lowering interest rates. The Bank of Canada will follow 
up changes in the bank rate with other actions to increase 
or decrease money supply. 


The speed with which the banking system responds to 
changes in the bank rate depends on the state of 
financial markets. For example, increases in the bank 
rate may not be followed by immediate increases in 
mortgage interest rates if there is an abundant supply of 
mortgage funds and a shortage of customers for mortgages. 
But, if higher interest rates were to continue for some 
time, mortgage lenders would have to raise their rates as 
well. Increases in the bank rate, and hence in lending 
rates in the banking system, also mean that banks and 
other financial institutions have to pay higher interest 
rates to their depositors. 


The U.S. equivalent to the bank rate, set by the Federal 
Reserve Board in Washington, is the discount rate. 


BARRIERS TO ENTRY - Market obstacles that inhibit or 
prevent the entry of new firms into an industry and thus 
restrict competition. Economies of scale in 
capital-intensive industries restrict entry; there are 
high start-up costs and a new competitor will have to have 
a high level of production to be price-competitive. 

Unless he thinks he can justify those high start-up costs, 
a would-be competitor in a capital-intensive industry will 
be reluctant to make the investment. But deliberate 
anti-competitive policies by existing producers - such as 
product differentiation based on a large investment in 
advertising, exclusive-dealing contracts with retailers, 
and patent restrictions - also make it extremely difficult 
for a new firm to enter an industry. Similarly, 
government regulation can be a barrier to entry; for 
example, farm marketing boards make it difficult for new 
agricultural producers to enter the market, while 
government licensing requirements restrict the entry of 
new radio, television, and airline services. 


Where there are significant barriers to entry, existing 
producers may be able to earn excess profits; but if 
there is relative ease of entry, then profit margins are 
likely to be lower. The barriers to entry represent the 
costs that would-be producers must overcome; their 
existence usually means, unless there is relative ease of 
entry, that new producers have higher costs, at least on 
first entering the industry, than do existing producers. 
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A country that wants to increase competition has to find 
ways to reduce barriers to entry in many industries, by 
changing patent laws, for example, or by outlawing 
exclusive dealing and other such arrangements. (See also: 
CONTESTABLE MARKET). 


BASE PERIOD - A selected month, year, or set of years 
used in calculating an index number or growth rate. 
Statistics Canada uses 1971 as its base year for most 
indexes and in calculating changes in CONSTANT DOLLARS or 
in real terms. If 1971 is the base year (1971 = 100) and 
the consumer price index is 193.8, then consumer prices 
have risen 93.8 per cent since 1971. Similarly, if 1971 
is the base year and the gross national product has risen 
by 49 per cent in 1971 dollars (after inflation has been 
deducted for the period), then real growth or growth in 
physical output has been 49 per cent. 


BENEFICIARY - The one to whom the proceeds of a policy 
are to be paid as set forth in its terms. 


BENEFITS —- The amount paid under an insurance contract. 
(See also: PRIMARY BENEFITS). 


BROKER - An independent agent who brings together a buyer 
and a seller so that a sale can be made. There are many 
different kinds of brokers, each with specialized } 
knowledge of his market: in shares traded on a stock 
exchange, the stockbroker; in property (such as houses or 
commercial buildings), the real-estate broker; in 
commodities (such as wheat and porkbellies), the 
commodities broker; and in insurance, the insurance 
broker. For their services, brokers are paid a commission 
(See: BROKERAGE), which is usually related to the value 
of the transaction. Like the agent, the broker is 
licensed in the province or provinces in which he conducts 
his business. 


BROKERAGE - The fee or commission charged to a customer by 
a stockbroker, commodity dealer, real-estate agent, or 
other kind of broker. 


CALENDAR YEAR EXPERIENCE - 1) Simplistically, the 
matching of all losses incurred (not necessarily 
occurring) within a given twelve-month period, usually 
beginning on January 1, with all premiums earned within 
the same period of time. Incurred losses will include the 
change in Incurred But Not Reported (IBNR). More 
specifically, the total value of all losses incurred (not 
necessarily occurring) during the calendar year is divided 
by the accounting earned premium for this same exposure 
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period. Losses incurred are equal to the sum of losses 
paid, plus the outstanding loss reserves at the end ofthe 
year, less the outstanding loss reserves at the beginning 
of the year. Once calculated for a given period, calendar 
year experience never changes. 

2) Experience of premium and incurred loss transactions 
actually occurring within the calendar year beginning 
January 1 irrespective of the contractual dates of the 
policies to which the transactions relate. 


CANCEL - To terminate a contract. Usually applied to the 
termination of a policy before its natural expiration, but 
may be used to describe the ending of any contract during 
its natural life, such as an agent's contract. 


CANCELLATION - The termination of the policy before the 
end of a policy period. Usually if the company cancels 
the policy, the insured is entitled to a pro rata return 
of premium for the unused portion of the policyss fhiuene 
insured cancels, he is entitled to a reduced refund of 
premium. 


CAPACITY - The measure of an insurer's ability to issue 
contracts of insurance. Measured usually by the largest 
amount it will accept on a given risk or, in certain other 
situations, by the maximum volume of business which the 
company is prepared to accept. 


CAPTIVE AGENT - An agent who places all his business with 
one insurance company is known as a "captive agent". In 
some instances he may be a salaried employee of the 
company although in others he may be selling the insurance 
on a commission basis, but has a contract to write only 
business that would be acceptable to the one insurance 
company. Sometimes called "exclusive agent". 


CARRIER — 1) The insurance company which provides the 
protection for a particular risk. 2). A transporter of 
goods. A common carrier is one which is available to the 
public for the transport of any goods. A contract 
carrier works under long-term contract for one or more 
shippers. A private carrier transports only the goods of 
its owner. (Lenz) 


CASH FLOW - The funds available to a company to pay 
dividends and finance expansion. It is calculated by 
adding together net earnings or after-tax profits (before 
extraordinary items), all deductions that do not require 
an actual cash outlay, such as depreciation, depletion 
allowances, or deferred income taxes, and any minority 
interest in the earnings of another company. Since it 
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includes tax deductions that do not require an actual cash 
outlay, the cash-flow figure gives a more useful picture 
of a company's financial position than net earnings or 
after-tax profits alone. 


CASUALTY INSURANCE - The group of coverages which 
includes insurance against liability claims and almost 


all other types except fire, marine and life. 


CERTIFICATE OF INSURANCE - A certificate of insurance is, 
in the usual sense of the word, a copy of a policy. 


CLAIM - The amount which a policyholder believes he has 
coming from an insurance company as the result of some 
happening insured against. After its amount has been 
determined, it becomes a "loss". In practice, the terms 
"claim" and "loss" are synonymous. 


CLAIM DEPARTMENT - The department of a company dealing 
with losses or claims made by the policyholders. 


CLAIM EXPENSES - The costs incurred in processing claims: 
court costs, interest upon awards and judgments, the 
company's allocated expense for investigation and 
adjustments and legal expenses (excluding, however, 
ordinary overhead expenses of the company such as 
salaries, monthly or annual retainers, and other fixed 
expenses which are defined as unallocated loss adjustment 
expenses). Also known as Loss Expenses or Loss Adjustment 
Expenses. 


CLAIM RESERVE - The amount of money set aside by an 
insurance company for a reported claim that has not been 


settled. 


CLAIMS-MADE BASIS - The provision in a contract of 
insurance or reinsurance that coverage applies only to 
losses which occur and claims that are made during the 
term of the contract. (Losses occurring before the 
contract term are sometimes covered by the addition of 
"prior acts" coverage by the addition of "tail" 
coverage). Once the policy period is over in claims-made 
covers, the approximate extent of the underwriter's 
liability is known. On the other hand, the traditional 
"occurrence" liability insurance method provides coverage 
for losses from claims which occurred during the policy 
period regardless of when the claims are asserted. With 
the traditional "occurrence" liability coverage method, 
the underwriter may not discover the extent of liability 
for years to come from losses asserted to have occurred 
within the policy period. With claims-made covers which 
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are renewed, however, losses which occurred during any 
period when the policy was in force are again covered if 
reported during the renewal term. In summary, the 
traditional method is similar to claims-made if the latter 
has ‘added to itivboth "prior*acts” and, “tail icoverage. 


COLLATERAL - Accompanying as a side or secondary fact, or 
acting as a secondary agent; subsidiary; indirect. 
Related to lor *ndét (strictly ‘apart ‘of (the main thing oT 
matter under consideration. 


COMMISSION - In insurance an amount paid an agent for 
insurance placement services. (See also: BROKERAGE). 


— BROKERAGE COMMISSION - An amount paid a broker for 
insurance or reinsurance placement services. 


—- CEDING COMMISSION - In reinsurance an allowance 
(usually a percentage of the reinsurance premium) made by 
the reinsurer for part or all of a ceding company's 
acquisition and other costs. The ceding commission may 
also include a profit factor for the reinsured. 


— OQVERRIDING COMMISSION - a) A fee or percentage of money 
which is paid to a party responsible for placing a 
retrocession of reinsurance, b) In insurance a fee or 
percentage of money which is paid by the insurer to an 
agent or general agent for premium volume produced by 
other agents in a given geographic territory. 


— OVERWRITING COMMISSION - Another name for Overriding 
Commission. 


—- PRODUCER COMMISSION - The same as Brokerage Commission. 
— REINSURANCE COMMISSION - The same as Ceding Commission. 


COMPETITION - A market in which rival sellers are trying 
to gain extra business at one another's expense, and thus 
are forced both to be as efficient as possible and to hold 
their prices down as much as possible. Competition is 
thus a sophisticated yet uncoordinated mechanism that 
sorts out the actions of millions of buyers and sellers, 
and uses the resulting pattern of supply and demand to 
determine what shall be produced, in what quantities, and 
at what price. 


Insofar as competition exists, it is an effective way of 
achieving the efficient allocation of resources and the 
lowest cost for goods and services. Much of classical and 
neoclassical economics is based on the notion of perfect 
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competition, in which numerous firms sell identical goods 
and therefore have to hold down prices. But the real 
world of the modern mixed economy is one of imperfect 
competition, where large firms are able to exercise a 
Significant control over prices and where the barriers to 
entry prevent new firms from entering the industry and 
competing by selling at lower prices. 


COMPETITION POLICY —- Legislation that protects the 
consumer against unfair business practices and the 
exploitation by oligopolies and monopolies of their 
excessive market power to charge high prices and curb 
competition. Thus, the purpose of competition policy is 
to improve the efficiency of the marketplace and to 
promote competition. Among the specific practices 
covered by competition law are collusion among 
competitors to fix prices, to allocate market, or to 
prevent the entry of new firms, or takeovers of 
competitors to reduce competition and achieve monopoly 
power, resale-price maintenance to prevent lower prices, 
misleading advertising, and other restrictive practices. 


COMPREHENSIVE - A word commonly used preceding the 
description of the type of policy issued to designate 
that the particular policy is broader in form than the 
earlier policies issued by the same company. The 
increase is generally an increase of the scope of the. 
contract or extension of it into additional perils or 
both. 


COMPREHENSIVE AUTOMOBILE INSURANCE - This type of 
automobile insurance provides coverage to repair your car 
when it is damaged in circumstances other than by a 
collision, e.g. fire, theft, vandalism, glass breakage, 
ec 


COMPULSORY AUTOMOBILE INSURANCE - Many jurisdictions in 
Canada and the U.S.A. require evidence of the existence of 
valid third party liability automobile insurance before a 
motor vehicle permit will be issued or renewed. In some 
jurisdictions, accident benefits and collision coverages 
may also be compulsory. 


CONCENTRATION RATIO - The percentage of shipments, 
employment, assets, or profits accounted for by the four 
largest establishments or four largest enterprises within 
a group of competing firms. Three common measures are 
used: 1. The inverse index, which shows the number of 
firms or establishments that account for 80 per cent of 
factory shipments or employment in a particular industry. 
2. Industry concentration ratios, which show the 
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percentage of the value of shipments accounted for by the 
Larges ¥4, 48) YL2)7)' 167820 y¢anda5o enterprises or 
establishments in a particular industry. 3. The 
Herfindahl Index, which measures concentration in terms of 
employment and shipments added together. 


CONFLICT OF INTEREST - A situation in which the interest 
of one person and the interest of someone else (including 
a financial institution) acting on behalf of that person 
are at variance. Such a situation can also occur when 
someone, acting on behalf of several customers whose 
interests are at variance, must choose (or at least has 
the opportunity to choose) to serve the interest of one 
over the interest of the others. 


CONSTANT DOLLARS - A statistical term designed to show 
physical changes in output, income, profits, or sales by 
adjusting dollar values for a year, or a series of years, 
for inflation. For example, the gross national product 
(GNP) for 1980 can be expressed either in current 1980 
dollars or in constant dollars with, say, 1971 as the base 
year. The constant-dollar figure will deduct all the 
inflation of the period 1971-1980 and show the GNP in 
terms of 1971 purchasing power, or as the real growth of 
the economy. Such an exercise is useful in showing the 
real changes taking place in output, income and other 
economic measures, especially in times of high inflation; 
it shows the real changes that have occurred, as opposed 
to the changes that simply reflect inflation. 


CONSUMER PRICE INDEX (CPI) - A monthly measure of changes 
in the retail prices of goods and services purchased by 
Canadians living in all parts of the country in 
communities with a population of thirty thousand people or 
more. The index is based on the shopping basket of three 
hundred goods and services, that, in 1967, families of 
from two to six people, with annual incomes of four to 
twelve thousand dollars, would normally buy. It is a 
weighted index, which attributes greater importance to 
price changes for food and housing, for example, than to 
price changes for bus tickets and movie-theatre 
admissions. The CPI is published monthly for Canada and 
for fourteen major cities, using 1971 as the base year 
(1971 = 100). Price changes can be broken down into 
sub-groups -— as, for example, they affect goods and 
services, food and non-food prices, or any of the 
individual sectors measured. A seasonally adjusted 
monthly consumer price index is also produced, showing 
inflation trends. Generally, it is the CPI that is used 
in COLA clauses and in indexation of the income-tax 
system, or of social benefits such as the old-age pension. 
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CONTESTABLE MARKET - A market into which there is a 
freedom of entry and from which exit is absolutely 
costless. (See also: BARRIERS TO ENTRY). 


CONTINGENT LIABILITY - A commitment to make a payment 
that is contingent on a specified event taking place - 
e.g., a guarantee that a loan would become payable by the 
guarantor in the event that the borrower were to default. 


CORPORATE GOVERNANCE - A form of regulation internal to 
the institution. The management and directorate of a 
financial institution are structured, and internal rules 
and regulations are formulated, so as to achieve the 
desired corporate behaviour. An example is the 
institution of, and powers given to, committees of boards 
of directors to supervise various aspects of the business 
of financial institutions. Audit committees and 
committees to oversee non-arm's length transactions are 
cases in point. 


CROSS-REFERRAL - The referral of potential customers by 
one institution to another, for further servicing of their 
needs. 


CROSS-SELLING - A form of networking in which the agent of 
one financial institution sells the products of another 
institution, 


CUT RATE - A rate less than the published or standard 
rate. 


DAILY REPORT - A copy of a policy which is used as the 
agent's or the company's record. The most used record in 
a company office. 


DAMAGES - A sum of money claimed or awarded as 
compensation for loss or injury. 


DEDUCTIBLE CLAUSE - Some policies are written to pay only 
after the policyholder has himself suffered an agreed 
amount of loss. The amount which he must lose first is 
"deducted" from the total of the damage to determine the 
amount the company must pay and thus becomes the 
"deductible". 


DEGREE OF RISK - This reflects the accuracy with which 
the occurrence of loss can be predicted. It is measured 
by the probable variations of actual loss experience from 
expected loss experience. The lower this variation the 
smaller the risk becomes. The greater the number of 
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exposures in the group studied the more predictable and 
the smaller the percentage variation or degree of risk. 


DIRECT GOVERNMENT REGULATION - An approach to regulation 
in which the rules and regulations governing the behaviour 
of financial institutions are set down in law by 
government, and government officials ensure compliance 
with those rules. The Bank Act, the operations of the 
Office of the Inspector General of Banks and of the 
Ontario Loan and Trust Corporations Act, and the Ontario 
Ministry of Financial Institutions are examples. 


DIRECT WRITTEN PREMIUM - The gross premium income 

(written instead of earned) of a primary company adjusted 
for additional or return premiums but before deducting any 
premiums for reinsurance ceded and not including any 
premiums for reinsurance assumed. 


DISABILITY -Loss of Income - usually associated with 
accident health policies, workmen's compensation or 
employer's liability policies. Certain benefits are 
payable for the period of disability. In accident and 
health most companies restrict such income payments to a 
portion percentage-wise of the insured's current earnings 
and with a top dollar limit of say $500.00 or $1,000.00 
per month. 


—~ TOTAL TEMPORARY DISABILITY - Is where the disability is 
such as to make the party unable to carry out any part of 
his normal work, but for which recovery is expected. 


— PARTIAL TEMPORARY DISABILITY - Is where the party is 
unable to put in a full time job but is nevertheless able 
to perform one or more of his normal work obligations. 
Full recovery in due course is to be expected. 


— TOTAL PERMANENT DISABILITY - Is a disability that 
permanently disables the party from resuming his normal 
gainful employment. 


— PARTIAL PERMANENT DISABILITY - Is the impairment of the 
use of some function of the body as for example the loss 
of a finger which lessens the efficiency of the individual 
but nevertheless does not preclude him entirely from 
earning a living. 


DISABILITY BENEFITS INSURANCE - A form of coverage which 
provides benefits to employees disabled by sickness or 
accident not related to employment. 
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DISCOUNT BROKER - Discount brokers buy and sell 
securities for their clients at a reduced rate of 
commission. Unlike full-service brokers, discount 
brokers do not provide investment advice. 


DOG - The popular name for a risk that almost nobody 
wants to accept. 


DRIVE-IN CLAIMS SERVICE - A system employed by automobile 
insurers whereby vehicles with minor insured damage, can 
be driven to the company's local "drive-in" Claims Office 
for inspection and immediate settlement of the damage 
claim. 


DRIVER TRAINING CREDIT - To encourage driver education 
courses at schools and colleges, many insurers grant 
premium rebates to applicants for private passenger 
automobile insurance who have successfully completed an 
approved training program. 


EARNED PREMIUM - That portion of written premium equal to 
the expired portion of the time for which the insurance or 
reinsurance was in effect. Technically, the following 
definitions are appropriate. 


—- ACCOUNTING EARNED - This is the most common and widely 
understood method. The unearned premium reserve at the 
beginning of the period is added to the premium written 
(booked) during the period and the unearned premium 
reserve at the end of the period is subtracted. 
Accounting earned is the figure used in the annual 
statement. 


— EXPOSURE EARNED - This method calculates the premiums 
which were actually exposed to loss (earned) for the 
period. The date on which premiums were booked is 
disregarded. What is significant is the effective date 
and term to which the premium applies. The portion of the 
premium written which was exposed to loss (earned) is 
allocated to the exposure period whether the premiums were 
booked prior to the period, during the period or after the 
period. The exposure earned premium eliminates the 
deficiency contained in accounting earned premium that 
results from timing problems in the recording of premium 
records. 


ECONOMIES OF SCALE - Reductions in the average cost of 
production, achieved by increasing the volume of output 
and thus using the various factors of production more 
efficiently. By making use of advanced machinery, 
specialized labour, interchangeable parts, automation, 
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large-scale distribution, and ongoing research and 
development, a firm should be able to produce a product 
much more efficiently. But these economies can only be 
achieved when the volume of production is high enough to 
justify the heavy capital investment and extensive 
division of labour; when production is high enough, the 
big, capital-intensive, highly specialized plant can 
produce at a much lower average cost than a similar 
smaller plant. 


This explains why, in many modern industries such as 
petrochemicals, mineral processing, computers, automobile 
assembly, and telecommunications, it is hard for small 
companies to survive, and why it is important to have 
access to large markets. In many instances, where the 
costs of innovation and of capital equipment are so high, 
access to large markets is essential if the benefits of 
economies of scale are to be achieved - or indeed, the 
investment in a new plant made. At some point, when 
marginal cost equals average cost, a plant will stop 
yielding economies of scale; it will then be at a point 
where diseconomies of scale begin, with each extra unit of 
output costing more than the average cost and thus being 
unprofitable. In other words, a plant can produce both 
too little and too much. 


EFFECTIVE DATE - The date upon which a policy first 
becomes liable to pay a loss. The starting date. 


ELEMENTS OF AN INSURANCE CONTRACT - The essential 

elements of an insurance contract are the same as those of 
any legal contract. These include: offer and acceptance 
(the agreement); competent parties; legal purpose; and 
consideration. However, an insurance contract also may be 
divided into four basic parts. These are: Declarations, 
Insuring agreement, Conditions, and Exclusions (the 
D-I-C-E provisions). 


ENDORSEMENT (or INDORSEMENT) - Endorsements, sometimes 
called indorsements, appear as extra slips of paper 
attached to a policy indicating that the written consent 
of the parties has been given to a change in the terms of 
the original contract and an avowal that such change will 
not affect the insurance. They should always be added to 
the policy not any renewal slip. 


Note the distinction from a rider which is the addition of 
a new peril to a policy and in effect, therefore, an 
additional insurance policy combined with the original. 
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EQUITY - In insurance regulation equity means equity 
toward the consumer and it is defined as reasonableness, 
impartiality, and fairness. In insurance rates this means 
that the rates do not unfairly discriminate against either 
insured or insurer. When rates are equitable all insurers 
pay their fair share of projected claims and expenses. 
Complete equity would be impossible because of the 
uniqueness of exposures thus groups or classes are used. 


EQUITY CAPITAL - The capital in a firm that represents 
ownership. The owners of the equity capital - the firm's 
common shares —- are entitled to all the assets and income 
of the firm after all the claims of creditors have been 
paid. 


EXAMINATION —- A check of the affairs of the insurance 
company and its general practices by governmental 
authority. The check is usually more in the nature of an 
audit. 


EXCLUSION - Something not covered and so set forth in the 
wording of a policy. 


EXPENSE RATIO - The percentage of premium used to pay all 
the costs of the insurance company in writing and 
servicing the business including agent's commission as a 
ratio to the premium itself. | 


EXPERIENCE - As used in insurance, the financial record of 
a policy or class of business. A policy or class of 
business in which the losses have been modest is described 
as having been "good experience". Where losses are high 
the term "poor experience" is used. Statistically the 
"experience" on an individual risk is obtained by 
comparing the losses with the premium, usually over a 
period of years. The experience of a class of business, a 
territory, an agency, etc. is obtained by a similar 
comparison as applied to them. 


EXPERIENCE RATING PLAN - This is a method of rating which 
provides that the experience (good or bad) of an 
individual firm can have an effect on its rates. 


EXPIRATION - A policy "expires" when the time for which it 
was written has run out. "Expiration" is the date on 
which it expires. 


EXPOSURE - 1) The danger of loss (particularly by fire) 
arising from what happens to another risk close by. 2) 
Also the sum total of values which if damaged or destroyed 
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would cause loss under a policy, i.e., the value of 
everything a policy insures. 

3) Also used as a measure of the rating units or premium 
basis of a risk, e.g., payroll exposure or an exposure of 
a number of automobiles. 


EXTENDED COVERAGE - An endorsement that enlarges the 
coverage afforded by the primary policy. In fire 
policies, the "Extended Coverage" adds still more 

perils such as accidental leakage of plumbing and heating 
systems, vandalism, etc. 


FACILITY PLAN —- A plan for assuring a market for the 
poorer automobile risks. 


In areas where the plan is in operation, the "facility" 
enables all companies to take whatever risks are 
prescribed by their underwriting policy and wherever there 
is a risk that is considered to be substandard by the 
underwriter, 85 per cent of it may be transferred to the 
"facility" and 15 per cent retained. In certain extreme 
cases of a bad accident or convictions experience or both, 
the facility would accept 100 per cent of the risk. The 
"facility" is underwritten by all the insurance companies 
and thus the insurance companies share the poorer risks 
and are prorated in dollars rather than prorated in 
assignment of the individual risks to individual 
companies. (See also: Assigned Risk Plan). 


FAMILY AUTOMOBILE POLICY - A broad form combination 
policy for family use. 


FIXED COST - Costs that do not change in a business, at 
least in the short run, regardless of the level of 
production. Such costs, often described as overhead, 
include rent, maintenance, interest, property taxes, 
insurance and administrative salaries. Even if 
production fell by 50 per cent, these costs would remain 
the same. However, if it appeared that production would 
remain much lower for a long time, then some of these 
costs could be reduced. Some administrative staff might 
be fired; or the firm could move to a smaller building 
and save on rent, maintenance, insurance, and property 
taxes. (See also: VARIABLE COST). 


FLAT RATE - A gross premium is at times referred to as a 
"flat rate" and from this, deduction is allowed for 


co-insurance, etc. 


FOREIGN INSURER - See: ALIEN COMPANY 
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FULL COVERAGE - An insurance policy without a deductible 
provision. 


GRACE PERIOD - The period of time following the renewal 
date of an insurance policy, during which the premium may 
be paid without any extra expense or penalty. 


"GREEN BOOK" - An annual automobile experience exhibit 
produced for government by the statistical arm of 
Insurance Bureau of Canada. 


GROSS UP - To add back to the value of the property or 
income received the amount of the tax that has been 
deducted. 


INCURRED BUT NOT REPORTED (IBNR) - A phrase referring to 
losses which have occurred but have not been reported to 
the insurer or reinsurer. 


INCURRED CLAIMS - The figure for incurred claims is 
arrived at as follows:- Outstanding claims at end of 
period, plus paid claims (including external adjustment 
expenses), plus internal claims expense adjustment, minus 
salvage and subrogation recoveries, minus outstanding 
claims at beginning of period, equals incurred claims. 


INCURRED EXPENSE (OTHER THAN LOSS EXPENSE) - An expense 
which has happened but which may or may not have been 
paid. 


INCURRED LOSS RATIO - The relationship between incurred 
losses and earned premium, usually expressed as a 
percentage. 


INCURRED LOSSES - 1) In insurance accounting an amount 
representing the losses paid plus the change (positive or 
negative) in outstanding loss reserves within a given 
period of time. 2) Losses which have happened and which 
will result in a claim under the terms of an insurance 
policy or a reinsurance agreement. 


INDEXATION - The adjustment of pensions, wages, 
social-assistance benefits and income tax rates for 
inflation. The reason for adjusting pensions, wages, and 
social-assistance benefits is to ensure that there is no 
decline in the real purchasing power of these payments as 
a result of inflation. Similarly, Canada's income tax 
system has been indexed since 1973; the basic exemptions 
and the rate schedule are adjusted for inflation so that 
taxpayers are not pushed into higher tax brackets as their 
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pay goes up, unless they have a real increase in their 
income. 


INELASTIC DEMAND - Demand that shows little change as a 
result of a price change. An increase in price will not 
reduce demand by much; a reduction in price will not 
increase demand by much. The demand for life's 
necessities is inelastic; for example, no matter how 
much producers lower the price of sugar or bready tactics 
unlikely that they can increase the demand very much; 
even with an increase in price, consumers will continue to 
buy the product unless the price rise is significant, 
persists, and there is a ready and acceptable substitute 
(tea instead of coffee, for example). 


INELASTIC SUPPLY - Supply that shows little change as a 
result of a price change. An increase in the price will 
not increase the supply by very much; a reduction in 
price will not reduce the supply by very much. 


INSURABLE INTEREST - "To make insurance policies legal 
and valid, the insured must possess such an interest in 
the subject of insurance as may be sufficient to involve 
him in a monetary loss, should the subject be damaged or 
destroyed." In other words, if he has a direct monetary 
interest in the property to be insured, he has insurable 
interest. This interest may be of various character; it 
may be that of an owner, of a lessee, of a guardian, a 
bailee, an executor, administrator, bailiff or sheriff, a 
creditor. As long as there is a real monetary interest, 
there is an insurable interest. 


INSURANCE - Is the undertaking usually by a company 
specializing in such undertakings to indemnify another 
person against loss or liability arising out of certain 
perils. 


INSURANCE AGENT - See: AGENT 

INSURANCE BROKER - See: BROKER 

INSURANCE POLICY - See: POLICY 

INSURED -— One who transfers a risk to another. The 
person named in the agreement of indemnity from an 
insurance company (or person) affording them indemnity 
from perils as set out therein. Interchangeable with 


"assured". 


INSURER - The insurance company which has agreed to 
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accept the risk and to supply the indemnity to an insured 
in the event of loss. 


INSURING CLAUSE - The part of the insurance policy which 
sets out the specific agreement to protect against the 
particular peril for which the insurance is purchased. It 
is an essential part of all insurance contracts. 


INVESTMENT INCOME - Money earned from invested assets. 
May also include realized capital gains, or be reduced by 
capital losses over the same period. 


KEETON-O'CONNELL PLAN - A plan for compensating 
automobile accident victims on the basis of making good 
their economic loss--wages, medical expenses, 
etc.--without the usual legal proof of negligence. 
Devised by Professors Robert E. Keeton and Jeffrey 
O'Connell; it is too complex for a simple definition. 
This and similar plans come under the broad definition 
"No-Fault Auto Insurance". 


LAPSE - Where a policy has been allowed to run for its 
determined time and has not been renewed, the policy is 
said to have lapsed. 


LAW OF LARGE NUMBERS - A mathematical concept which 
postulates that the more times an event is repeated (in 
insurance, the larger the number of homogeneous exposure 
units) the more predictable the outcome becomes. In a 
classic example, the more times one flips a coin the more 
likely that the results will be 50% heads, 50% tails. 


LEGAL LIABILITY - The responsibility imposed under law 
upon one person to another whether by negligence (common 
law) or by statute or contract. 


LIABILITY - A responsibility of one person to another 
enforceable in law. (See also: LEGAL LIABILITY). 


LIABILITY INSURANCE - Provides protection for the insured 
against loss arising out of his legal liability resulting 
from injuries to other persons or damage to their 
property. 


LOADING - An amount added to a basic rate. Loading in 
insurance is not an uncertain figure just cooked up to 
get a higher premium. In determining a rate, for 
example, the statistics produce a certain rate for a 
certain risk against a certain peril. However, the 
insurance company has to secure the business and 
administer the distribution of the money and for that 
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purpose there is a definite ascertainable cost. When 
that figure is added to the basic rate it is called 
“Loading. 


LOSS - 1) In insurance it means the amount the insurer is 
required to pay because of a happening against which it 
has insured. 2) A happening that causes the company to 
pay. 3) Also refers to the overall financial result of 
some operation, as opposed to aya Osbetate ve 


LOSS OR DAMAGE - Loss is technically distinguished from 
damage in fire insurance when all or any portion of the 
property insured is consumed. "Loss" designates that 
portion which is entirely consumed, while "damage" 
designates that part of the property which is not 
consumed, but remains after a fire in a damaged condition. 


LOSS RATIO - Proportionate relationship of incurred 
losses to earned premiums expressed as a percentage. 


LOSS RESERVE - For an individual loss, an estimate of the 
amount the insurer expects to pay for the reported 
claims. For total losses, estimates of expected payments 
for reported and unreported claims. May include amounts 
for loss adjustment expenses. [See also: INCURRED BUT 
NOT REPORTED (IBNR) and INCURRED LOSSES]. 


LOSSES OUTSTANDING - Losses (reported or not reported) 
which have occurred but have not been paid. 


LOSSES PAID - The amounts paid to claimants as insurance 
claim settlements. 


LUMP-SUM DEATH PAYMENT - A method of payment of the 
benefit in the event of the insured's death. In life 
insurance it is the payment of the face amount, in cash, 
less any loans outstanding or premiums due the insurer. 
It is paid to a designated beneficiary otherwise to the 
insured's estate. 


MEDIAN —- An average calculated by taking the middle 

number in a range of values. For example, in determining 
median income, the numbers are arranged by size and the 
middle number picked as the median number, assuming that 
there is an odd set of numbers. If there is an even set 
of numbers, then the two central numbers (the second and 
third if there are four numbers, or the 13th and 14th if 
there are 26 are added together and divided by two. 
Suppose there are 400 families and that 110 have an annual 
income of $10,000; 100 get $12,500; 100 get $13,750; 50 
get $15,000; and 40 get $15,500. The median income is 
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$13,750. Suppose, instead, that there are 360 families 
and that 110 get an annual income of $10,000; 100 get an 
annual income of $12,500; 100 get an income of $13,750; 
and 50 get an annual income of $15,500. Since there is 
not a middle number, the second and third numbers ($12,500 
and $13,750) are added together and divided by 2, yielding 
a median income of $13,125. 


MERIT RATING - A system of rating whereby the insured 
with a good experience obtains benefits at a lower rate. 
Commonly used in automobile insurance where an 
accident-free driver for a certain period of time is 
given a discount from a listed rate he would otherwise 
pay. (See also: SAFE DRIVER RATING PLAN). 


MODIFIED NO-FAULT - This is one type of no-fault 
automobile plan. The modified plan permits tort actions 
when the loss exceeds a pre-stated threshold. This 
threshold can either be based on the type of injury or the 
amount of medical expense. Most plans now in effect are 
of this type. [See also: NO FAULT (AUTOMOBILE) and 
THRESHOLD]. 


NEGLIGENCE - The omission to do something which a 
reasonable man would in similar circumstances have done, 
or the doing of something which a reasonable man in such 
circumstances would not do. 


To recover damages against another in negligence there 
are three requisites: 


(1) There must be a legal duty on the part of the 
defendant. 


(2) The defendant must have failed to perform that duty. 


(3) There must be damage caused to the plaintiff as a 
result of that failure to perform by the defendant. 


. ACTIONABLE NEGLIGENCE (or legal negligence) - 
Negligence that results in damage to person or 
property thus giving right of action against the 
negligent person. 


- COLLATERAL NEGLIGENCE - Negligence of one person in a 
group to another person in same group, e.g. one 
employee injures another. 


os) COMPARATIVE NEGLIGENCE - Laws in many jurisdictions 
diminish the amount recoverable in a negligence 
action by the percentage of negligence contributing 
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to the loss by the person making the claim. In some 
jurisdictions, this is referred to as contributory 
negligence (laws correcting the original principle of 
contributory negligence). To illustrate a typical 
operation of such laws, a plaintiff is making a claim 
against a defendant in regard to damages to his 
automobile in an accident but it is found the 
plaintiff's negligence contributed 25 per cent to the 
accident and the defendant's negligence 75 per cent. 
The plaintiff would only have the right to collect 75 
per cent of his damages since he himself contributed 
to the extent’ of 25) per ‘cent.'7 If there were a 
counter claim, the defendant could collect 25 tper 
cent of his damages from the plaintiff. The 
remainder would be the responsibility of the 
defendant since he contributed 75 per cent toward the 
loss. 


= CONTRIBUTORY NEGLIGENCE - At common law, a plaintiff 
is required to come in to court "with clean hands" 
(with no negligence on his own part). If by ordinary 
care, the accident could have been avoided or if some 
small negligence on the part of the plaintiff 
contributed to the accident, he has no right of 
recovery. 


This is still the law in all areas where specific 
legislation has not been passed to change it. The 
legislation enabling the apportionment of liability, 
however, is sometimes called "contributory negligence 
laws" and in other areas "comparative negligence laws" 
which are, therefore, sometimes confusing. 


= CRIMINAL NEGLIGENCE - Offences of negligence for 
which there are penalties provided in the Criminal 
Code. 


m4 GROSS NEGLIGENCE - A complete lack of regard for the 
safety of others. 


= ORDINARY NEGLIGENCE - Something less than the degree 
of care that would be exercised by an ordinary man in 
similar circumstances. 


NET PREMIUMS WRITTEN (of a property or liability insurer) 
-~ This is the retained premium income. That is, total 
premium less any premiums ceded to a reinsurance company. 


NO FAULT (AUTOMOBILE) - A common description of insurance 
which will pay the insured person and others involved in 
accidents without determining his degree of fault. 
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Examples are collision insurance and the limited accident 
benefits. 


OMBUDSMAN - 1) A government official (as in Sweden or 
New Zealand) appointed to receive and investigate 
complaints made by individuals against abuses or 
capricious acts of public officials. 2) One that 
investigates reported complaints (as from students or 
consumers), reports findings, and helps to achieve 
equitable settlements. 


OPPORTUNITY COST - A term that describes the benefits 
sacrificed by taking one course of action instead of 
another. It is an economic rather than an account 
concept, since it measures the costs of not doing 
something else, whereas accounting measures the costs of 
what is actually being done. The opportunity cost of 
taking action A —- say, building a shopping centre - is the 
sacrifice of the profits that would have been made by 
taking action B - building an office tower instead. 
Similarly, the income from renting out a paid-for building 
should at least equal the opportunity cost of selling the 
building and using the proceeds to make another 
investment. 


Opportunity cost is an important concept in making 
investment choices and allocating resources. It does not 
make sense to use a factor of production - land, labour, 
capital, technology - for a particular purpose, if it 
yields less than the opportunity cost of using the factor 
in some other way. Similarly, it doesn't make sense for a 
worker to take a job in one industry, when he or she could 
make more money for the same skills and responsibilities 
in another industry; opportunity cost is therefore an 
important consideration in setting wages in different 
industries. Opportunity cost identifies choices that 

have to be made, since every factor of production can be 
said to have an alternative use. 


OVERRIDING COMMISSION - In insurance a fee or percentage 
of money which is paid by the insurer to an agent or 
general agent for premium volume produced by other agents 
in a given geographic territory. 


PARENT COMPANY - Companies frequently operate in groups 
whereby one company may own or control subsidiaries. The 
company which owns or controls the others is the "parent" 
company. The subsidiaries are affectionately often 
referred to as "pup" companies. 
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PERFECT COMPETITION - A market in which the laws of 
supply and demand work to bring about the most efficient 
allocation of resources and the lowest possible prices. 
Such an economy is supposed to work according to a number 


of ideal rules: 1. There are large numbers of both 
buyers and sellers, with no one a large enough buyer or 
seller to influence prices of supplies. 2. Products are 


homogeneous or identical, so that the buyer will always 
buy at the lowest price, thus forcing all suppliers to 
have the same low price. 3. Buyers and suppliers have 
perfect knowledge of prices and products throughout the 
economy. 4. Perfect freedom of entry and exit exists, so 
that new suppliers face no barriers if they want to enter 


the market, while old suppliers are free to leave. Seenit 
is assumed that there are no transportation or other such 
costs, 96. © Thereiarewnorprofitsrother=thansthe minimum 


return to the factors of production, to ensure that they 
remain in the market. 


Perfect competition is a concept used by economists in 
constructing theoretical models of economic systems. It 
does not exist in the real world, although free-market 
economists see it as the ideal towards which publicpalney 
should aim. 


PERIL - This term refers to the causes of possible loss in 
the property field, for instance, fire, windstorn, 
collision and hail. In the casualty field, the term 
"hazard" is more frequently used. 


POLICY -— The actual contract of insurance with all its 
details. 


POLICY CONDITIONS - The conditions under which the 


insurance is written. Policy conditions are generally 

set out in the special part of the policy under some such 
heading as "policy conditions", or "special conditions" or 
"statutory conditions" They ener generally with the 


arrangement between ie insured and the insurance company 
in such matters as how the insurer shall be notified of a 
claim, special limits of liability or trustee agreements, 
the rights to other insurance without notice, assignments, 
subrogation, etc. 


Note the distinction between this and the "Insurance 
Agreements" which specially set out the insurance 
afforded by the policy. In certain forms of policies, 
particularly in the more common automobile and fire 
insurance fields, the law specifically sets out the 
wordings to be required as part of the policy. In 


policies where these are applicable, the heading usually 
refers to “statutory conditions’. 


Where a policy has a typewritten endorsement which in 
effect affords greater coverage to the insured than it 
appears in the policy conditions, the court will 

interpret the policy as being in the broader terms since 
it assumes it more properly reflects the intentions of the 
party at the time the particular agreement was made. 


Where an endorsement limits and affords less coverage 

than in the printed sections of the policy, there is a 
high degree of responsibility on the part of the 

insurance company to show that the limitation was known to 
the insured and accepted by him. 


POLICY PERIOD - This is the period of time a policy is in 
effect (provides coverage). May be one year (annual) or 
three years (term). A covered loss must commence during 
the policy period. 


POLICY YEAR - In annual policies, it is the policy 
period. In policies for longer periods, it is the 
current year between anniversary dates. 


POLICYHOLDER - The party in whose name an insurance 
policy is issued. 


POLITICAL RISKS - These risks include those changes made 
domestically or internationally by political bodies which 
affect the business community. For example: trade 
barriers, embargoes on raw materials, increased 
regulation, and judicial or legal decisions. 


POOL - An organization of insurers or reinsurers through 
which particular types of risks are underwritten with 
premiums, losses and expenses shared in agreed ratios. 


PORTFOLIO - 1) In transactions of reinsurance, it refers 
to all the risks of the reinsurance transaction. For 
example, if one company reinsures all of another's 
automobile business, let us say, the reinsuring company is 
said to assume the "portfolio" of automobile business and 
it is paid the total of the unearned premium on all the 
risks so reinsured (less some agreed commission). 2) 

Also refers to all the investments of a company. 


PREDATORY PRICING - The practice of setting a relatively 
low price with the intent of damaging a competitor. 
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PREFERRED RISK - A risk of a class considered to be 
particularly desirable. (See also: DOG). 


PREMIUM - The monetary consideration in contracts of 
insurance and reinsurance. 


PREMIUM BASE - The ceding company's premiums (written or 
earned) to which the reinsurance premium rate is applied 
to produce the reinsurance premium. 


PREMIUMS EARNED - When used as an accounting tern, 
premiums earned describe the premiums written during a 
period plus the unearned premiums at the beginning of the 
period less the unearned premiums at the end of the 
period. 


PRESENT VALUE - The value, in today's dollars, of a 
future inflow or outflow of funds in a proposed 
investment project. It is a tool used by corporations in 
assessing investment alternatives in which the future 
inflow and outflow of funds is discounted to reflect the 
time value of money. 


PRIMARY BENEFITS - Primary benefits are paid regardless of 
other benefits to which the insured may be entitled. 
Benefits may be described as non-primary (secondary) if 
those benefits are paid only after other benefits to which 
the insured may be entitled have been taken into account. 
(See also: BENEFITS). 


PRODUCT LIABILITY - The liability a merchant or a 
manufacturer may incur as the result of some defect in 
the product he has sold or manufactured. 


PROOF OF LOSS - 1) A written statement of a claim giving 
the pertinent facts and data, usually in the form of an 
affidavit. 2) The written document signed by the 
insured, formally making a claim against the insurer. 


PROPERTY INSURANCE - Provides financial protection 

against loss or damage to the insured's property caused by 
such perils as fire, windstorm, hail, explosion, aircraft, 
motor vehicles, vandalism, malicious mischief, riot and 
civil commotion, and smoke. 


PRO RATA - In proportion. 


PRO RATA CLAUSES - A provision in an insurance policy to 
pro rate the loss. It may be a provision to pro rate 
between the insured and the insurance company such as the 
co-insurance clause, the three-fourths loss clause, etc. 
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or it may be a provision to pro rate as between other 
insurance companies on the same risk. 


As respect to the co-insurance clauses or proration with 
the insured, Driswold says "The pro rata principle, as 
applied to fire insurance, tends to equalize the 
proportion of the risk between the insurers and insured, 
by compelling the latter to bear a certain share of the 
loss in a ratio which the amount of insurance bears to the 
total value of the property at risk". 


PUBLIC UTILITY - A corporation, often government-owned 
but sometimes privately owned, that provides an essential 
good or service to the public, usually under monopoly 
conditions. Examples include the provincial power 
companies, telephone companies, cable television, local 
transit services, and, in some instances, pipelines. 
Prices charged by public utilities are usually regulated. 
Provincial hydro companies, for example, may have to get 
approval for rate increases from provincial energy boards. 
Some utilities - for example, Bell Canada - are subject to 
a regulated utility rate of return, while others, such as 
cable operators, have to get government approval for rate 
increases. 


PURE PREMIUM - 1) That part of the premium which is 
sufficient to pay losses and loss adjustment expenses but 
not including other expenses. 2) Also the premium 
developed by dividing losses by units of exposure 
disregarding any loading for commission, taxes and 
expenses. 


RATE - A rate is the unit of charge made by the insurer 
against the property owner. It is based on the experience 
of the class of risk (incidence and frequency of loss), 
and is fixed at a level which will enable the insurance 
company to accumulate sufficient funds from all like risks 
to pay the losses for the fewer within the class who have 
losses, and at the same time provide sufficiently for the 
expenses of collecting and disbursing the fund. 


RATE MAKING - The process of determining a rate. 
Basically it is done by special offices and a bureau 
which get all the statistics related to the particular 
peril and exposures, etc. and compute a rate. 


RATED - A risk after having had a premium calculated for 
it is known to have been rated. 


In life insurance, the company frequently charges a 
higher rate because of certain substandard medical 
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situations and such policies written at the higher rate 
are known as “rated" policies. 


RATING BUREAU - A non-profit organization of insurance 
companies formed to promulgate rates for its members and 
subscribers. 


REAL WAGES - The actual purchasing power of wages, as 


opposed to money wages. If wages are increased 5 per 
cent but inflation also increases 5 per cent, then real 
wages have not changed at all. If wages increased 5 per 


cent but inflation increased 7 per cent, then real wages, 
or purchasing power, have actually declined; similarly, a 
5 per cent wage increase when intlation ms 3 permicent 
means that real wages have increased. 


RECIPROCAL INSURANCE EXCHANGE - A form of unincorporated 
consumer cooperative insurer. The members (subscribers) 
exchange insurance with each other. Each is an insured 
and an insurer. The exchange is managed by an 
"attorney-in-fact" who, for a fee, manages the exchange 
under the terms and conditions of a "subscriber's 
agreement" which all members sign. It is also called an 
Inter-Insurance Exchange. 


RECOVERY - The amount of loss which an insurance company 
gets back from reinsurance, salvage or by subrogation 
against the person responsible for the loss. 


RECOVERIES - Amounts received from a reinsurer for a 
reinsured's losses. 


REINSURANCE - 1) A method used by an insurance company to 
transfer part or all of its liability for an insurance 
contract to another insurance company (a reinsurer). 
Reinsurance is used to allow an insurer to underwrite 
higher limits in a single contract without retaining the 


entire limit of liability. It is also used to improve an 
insurers own financial and surplus position while meeting 
the demand for its policies. 2) The process whereby a 


company may share its risk with another, paying to such 
sharing company a portion of the premium it receives. 
Loss payments are made, by the company accepting the 
reinsurance, direct to the producing company, not the 
policyholder. 


REINSURER - An organization which assumes the liability of 
another by way of reinsurance. 


REPLACEMENT COST INSURANCE - Insurance which pays the 
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full value of damaged or destroyed property without 
taking depreciation into consideration. 


RESIDUAL MARKET —- A term used to describe the market to 
which individuals seeking automobile insurance must turn 
once they are denied coverage in the regular market. [See 
also: (a) ASSIGNED RISK PLAN; (b) “FACILITY? PLAN}. 


RETROSPECTIVE RATING - A rating procedure that determines 
the final rate at the expiration of the policy. It is 
used very commonly in areas where the information required 
to ascertain a premium is not available at the beginning 
of the policy. E.g. a manufacturer may require products 
liability insurance but he does not know at the beginning 
of the year just how many different products he will make 
and how many items of each. Consequently he does not know 
the amount of his payroll. He will probably be asked to 
make an advance premium representing a rough 

approximation and when the final payroll is available at 
the end of the year, an adjustment is made by either 
paying the additional premium that was used or getting a 
refund on the unused part of the premium. 


It is also used in some automobile situations 

particularly in hazardous risks when the premium will 
depend upon the particular experience during the course of 
the year with the insurance company taking the 
responsibility for anything below or above the minimum and 
maximum premium. 


RESERVE —- See: CLAIM RESERVE and UNEARNED PREMIUM 
RESERVE. 


RISK - 1) Defined variously as uncertainty of loss, 
chance of loss, or the variance of actual from expected 
results. However defined, its existence is the reason 
people buy insurance. 2) The subject matter of an 
insurance contract, e.g., the building, cargo, or 
liability exposure insured. (Lenz) 


SAFE DRIVER RATING PLAN - A merit rating program for 
private passenger cars whereby insureds with clean 
driving records qualify for lower automobile insurance 
premiums, and insureds who have an accident or conviction 
history pay higher premiums. The amount of premium is 
regulated by a point system, which assigns a certain 
number of points for accidents and traffic violations in 
which the insured is involved during a stated 
period-—usually three years. (See also: MERIT RATING). 
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SEASONAL UNEMPLOYMENT - Unemployment caused by climatic 
and other conditions each year. Such unemployment 1s 
predictable in certain industries, such as tourism, 
forestry, fishing and Great Lakes shipping; and less 
predictable than it used to be in others, such as 
construction. There is also seasonal employment - in the 
retail industry at Christmas, for example. 


SELF-INSURER - An individual, partnership or corporation 
who retains all or part of the risk for its own account 
and purchases an excess of loss cover to protect itself in 
the event of a catastrophe. 


SOCIAL COSTS - The cost of private actions, such as the 
production of goods or services, that are paid for by the 
public. Examples include the pollution of the 
environment and the health-care costs of injured or ill 
workers. 


SOCIAL INFLATION - The increasing of insurance losses 
caused by higher jury awards, more liberal treatment of 
claims by legislated rises in benefit levels and new 
concepts of tort and negligence, among others. 


STANDARD FORM — A form, be it a policy or some other 
document used to write insurance, which has been adopted 
and is used by a large number of companies, or has been 
promulgated by a rating bureau. The use of standard forms 
does away with much of the need to scrutinize every word 
of a policy form, since the standard has been examined and 
tried by many before. 


STANDARD POLICY - A policy generally in use and in some 
lines of insurance a policy prescribed by law. 


STANDARD PROVISIONS - The essential parts of an insurance 
contract which are the same as are commonly used in the 
industry. 


STATUTORY ACCOUNTING PRINCIPLES (SAP) - Those principles 
required by law which must be followed by insurance 
companies in submitting their financial statements to 
provincial insurance departments. Such principles differ 
from generally accepted accounting principles (GAAP) in 
some important respects, e.g., SAP requires that expenses 
must be recorded immediately and cannot be deferred to 
track with premiums as they are earned and taken into 
revenue. (Hill) 


STATUTORY PROVISION - A provision that is required by law 


- 745 - 


to be included in an insurance contract. (See also: 
STANDARD PROVISIONS). 


SUBROGATION - When a company pays a loss for which some 
person other than the policyholder is responsible, the 
company's right to recover its loss from the guilty party 
is the right of subrogation. 


SURETY - The underwriter who guarantees something under a 
bond. 


TERM - The period of time from the inception to the 
termination of an insurance contract. 


THIRD PARTY - The claimant under liability insurance. So 
called because he is not one of the two parties -- 
insured and insurer -- who enters into the insurance 
contract which pays the claim. 


THIRD PARTY INSURANCE - A type of insurance in which the 
insured is indemnified with respect to any loss which he 
might suffer as a result of his legal liability to others 
arising out of the peril against which the particular 
insurance is written. 


THRESHOLD (in no-fault automobile coverage) - No-fault 
automobile insurance plans are designed to exempt the 
insured from tort liability actions brought about by 
automobile accidents. Yet, under most plans, the injured 
party can sue once the expenses exceed a certain level or 
if certain types of injuries occurred. This level is 
referred to as the threshold and differs among various 
state plans. However, under the personal auto policy 
coverage is provided automatically if the driver enters a 
no-fault state. [See: (a) NO-FAULT (AUTOMOBILE); (b) 
MODIFIED NO FAULT]. 


TIME VALUE OF MONEY - A concept used in investment 
analysis, according to which a specific amount of money in 
the hand at present is worth more than the same amount of 
money in the future, because money available now can be 
invested and earn a return. Thus $100 invested today at 
10 per cent would be worth $110 a year from now, and hence 
would be worth more than $100 received a year from now. 


TORT - A tort is an intentional or unintentional wrong 
(other than breach of contract) for which a cirviltaction 
can be brought. It involves the violation of another's 
natural right, and is considered by law to be a civil 
injury. Proof of such breach of a legal duty owed the 
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injured party by the at-fault party can result in money 
damages being awarded. 


TORT FEASOR - The party that commits a tort. 


TORT LIABILITY REFORM - Over the years there has been 
considerable concern over the effectiveness of the tort 
liability system. Many changes have been proposed 
including no-fault plans. The tort liability reform 
concept focuses upon amending the system to eliminate the 
problems. It suggests statutes be reviewed, arbitration 
for small claims, procedural reforms to improve trials, 
review of laws relating to negligence and intent, 
reasonable cost for legal counsel, and reformation of the 
court system. This type of widespread reform would apply 
to all tort liability activities not just automobile and 
is intended to improve the system. 


TRUE NO-FAULT AUTOMOBILE INSURANCE PLAN - This plan is 
designed to totally eliminate tort liability from 
automobile claims. [See also: (a) NO FAULT AUTOMOBILE; 
(b) MODIFIED NO-FAULT]. 


UNDERWRITER - The insurance company or group that 
underwrites or insures a particular risk. It is also 
used to identify the individual in the company who 
accepts or rejects business in the particular line he 
specializes in, and in this way, chooses risks his 
principals are prepared to consider. 


UNDERWRITING - The process of determining the 
acceptability of a risk on its own merits. In contrast to 
the assignment of a risk to a class based on general 
criteria, the underwriting process involves an evaluation 
of the individual and possibly unique characteristics of 
each risk. 


UNEARNED PREMIUM - That part of the premium which has not 
been used or earned, and which must be returned to the 
insured in the event of cancellation of policy by the 
company prior to its full term. 


UNEARNED PREMIUM RESERVE - Insurance premiums are paid in 
advance. A company, however, "earns" the premium only as 
fast as time elapses. Yesterday's premium is earned. 
Tomorrow's premium is unearned. The unearned premium 
reserve is the sum of all the unearned premiums of all the 
unexpired policies that a company has on its books. 


UNIFORM PROVISIONS - The specific wording in certain 
types of insurance is set out by law and insurance 
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companies are required to write that type of insurance on 
that particular form. This is known as a "uniform 
provision". [See also: (a) STANDARD PROVISIONS; (b) 
STATUTORY PROVISIONS]. 


UNINSURED AUTOMOBILE - An automobile which is not covered 
by any insurance agreement. 


UNINSURED MOTORIST - This means the driver of an 
automobile for which there is no current automobile 
liability insurance. Under uninsured motorists' coverage 
an uninsured motorist also includes a hit-and-run motorist 
as well as one that has insurance but whose insurer is 
insolvent. 


UNINSURED MOTORISTS' INSURANCE - This coverage was 
designed to provide payment to the insured, family 
Members, and their passengers for injuries caused by 
negligent uninsured motorists as defined in the coverage. 


UNSATISFIED JUDGMENT FUND - A fund created to reimburse 
persons injured in automobile accidents who cannot collect 
damages awarded to them because the responsible party is 
either insolvent or uninsured. Such funds are often 
financed by an addition to the regular automobile 
registration fee, and will only pay unsatisfied judgments 
up to fixed limits. | 


VARIABLE COST - A cost that goes up or down, depending on 
whether production goes up or down. Examples include the 
costs of raw materials, parts, and labour directly 
involved in the production process. Such costs are also 
known as operating costs, as opposed to fixed costs or 
overhead. (See also: FIXED COST). 


VOID OR VOIDABLE - A contract is void when it is 
destitute of all legal effect. A voidable contract is 
one which can be made void at the option of one of the 
parties. 


WAIVER - An intentional relinquishing of a known right. A 
waiver under a policy is required to be clearly expressed 
and in writing. 


NOTE: 


(1) 


(2) 
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Definitions from the following publications have 
been used with permission: 


Insurance Words and their Meanings: A Glossary 
of Property and Casualty Insurance Terms/by 
Gerald R. Heath and twelve other authorities. - 
12th edition/edited by Robert W. Strain. - 
Indianapolis: Rough Notes, cl978 repr. 1979. 


Glossary of Insurance Terms and Legal Terms 
Used in Insurance Claims/by W. A. Jennings. - 
Toronto: Insurance Institute of Canada, cl1969 
repr. 1982. 
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APPENDIX IX 


COMMENT ON THE ECONOMIC COST OF ACCIDENTS 
by Saskia Oltheten Matheson 


In 1982, the United States Department of 


Transportation estimated the economic cost of traffic 


injuries for each abbreviated injury scale (ApT Se lever 


established. ¢ 


below: 


FACTOR 


costs 
Productivity 
Losses 
Legal Court 
Costs 
coroner 
Emergency 
Costs 
Insurance 
Expenses 
sovernment 
Aid Costs 


AVERAGE TOTAL 


COST/VICTIM 


TOTAL COST** 
ALL VICTIMS 
($millions) 


The A.I.S. figures are presented in Table 1 


TABLE 1 
GROSS UNITED STATES SOCIETAL COST RESULTING 
FROM AUTOMOBILE ACCIDENT INJURIES IN 1984 
ABBREVIATED INJURY SCALE LEVEL 

1 2 3 4 5 FATAL 
§ 209 $1,735 € 3.973 $12,093 6120/0049 = Seay 
123 699 1,974 16,293 86,978 298,451 
670 735 3, 362 6.485 9,909 16,87 
21: 
ag 144 160 253 318 36. 
673 673 673 15,779 15,779 ape a 
93 94 115 584 595 89 


$1,845 $4,080 $10,257 $51,487 $235,828  $334,30 


$4,212 $18 337 § 1,195 g 8697 $Oa ages 4 14,69 


**This figure is calculated by multiplying the average total cost per victim b 
the number of victims in each Abbreviated Injury Scale level. 


las expected, the higher the number the more severe the 
injury; ¢€.g., 11s’ minimal’ and 5 1s life-threatening. 


2U.S. Department of Transportation, The Economic Cost to 


Society of Motor Vehicle Accidents (Washington: 
1982). 


Deon 
Figures were adjusted for inflation in order to 


show costs in 1984 dollars; U.S. Department of 
Transportation, Compensating Auto Accident Victims: A 
Follow-up Report on No-Fault Auto Insurance Experiences 


(Washington: 


D0, tT. , .1985); 
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As can be seen from Table 1, the 1984 data suggest 
that the total economic cost of traffic accidents in the 


United States was approximately $23.5 billion. 3 


Assuming that the Canadian experience is similar to 
the American experience, and given the fact that Ontario's 
population is approximately 1/25 of that of the United 
States, the societal cost of traffic accidents in Ontario 
is approximately $l-billion each year (based on American 


dollars). 


In 1982, Richard Slocum of the Policy Planning and 
Research Division, Ontario Ministry of Transportation and 
Communications, attempted to estimate the cost of motor 
vehicle accidents in Ontario.’ There are some problems 
with the model used. It assumes that there is no 
measurable loss in productivity resulting from fatalities. 
The model treats all injured females injured as 
homemakers. It expressly understates legal costs, court 
fees and health care costs. Nevertheless, with some 
adjustments, the model is helpful in approximating the 


economic value of the resources lost in motor vehicle 


accidents. 


Slocum breaks down costs into seven 
compartments: 


(a) property costs; 





JFigure obtained by adding the numbers in bottom line of 
the Table. The exact figure is $23,468,000,000. 


4Richard Slocum, Ontario Motor Vehicle Accidents: An 
Economic Appraisal. (Toronto: Ontario Ministry of 
Transportation and Communications, Policy Planning and 
Research Division, 1982). 


= BOW 


Cb)? wealth care costs; 

(ca iprodiuctivitylosses: 

(d) funeral losses; 

(e) insurance operating costs; 
(f) legal and court fees; and 


(g) investigation costs. 


Property cost is the value of physical damage to 
vehicles and to the environment (roads, buildings, etc.). 
In 1985, the average property damage accident cost was 
almost $3,000 per accident.’ Health care costs include 
those costs which are paid by O.H.I.P. and privately. The 
only available figures are contained in a survey conducted 
by the Ministry of Health involving 525 victims of motor 
vehicle accidents injured in 1975 and 1976 and admitted to 


hospital.® Because accident victims do not always go to 


°Slocum uses the M.T.C. figures from 1980 Ontario Motor 
Vehicle Accidents Facts (Toronto: M.T.C., 1981) for 
property damage ($357,640,284). He divides that figure by 
the total number of reportable accidents (196,501). The 
figure is compiled from estimates made by police at the 
scene of the accident and entered on the accident report. 
These estimates are not foolproof. Further, the figure 
does not include accidents with property damage of less 
than $400, since that was the minimum reporting limit at 
the time. For the adjusted 1985 figure, the property 
damage estimate ($547,518,951) and the number of 
reportable accidents (189,750) are taken from Ontario Road 
Safety Annual Report, 1985. The same limitations apply to 
this figure as apply to Slocum's figures with the 
exception that the minimum reporting level was increased 
tovrs700 an/ 1985? 


6Ontario Ministry of Transportation and Communications, 
Policy Planning and Research Division, Injury: An Ontario 
Survey of the Societal and Personal Costs of Hospitalized 
Motor Vehicle Accident Victims (Toronto: The Policy 
Planning and Research Division, Ontario Ministry of 
Transportation and Communications and Ontario Ministry of 
Health, 198));efor«the Interministerial Task Force on 
Motor Vehicle Injuries (Toronto: The Task Force, 1981). 
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hospital, even if they are injured, the figures tend to 
understate real costs. Slocum's model, therefore, only 
applies the average health care cost to hospitalized 
victims (55% of all those injured). The adjusted 1985 
figure for average health care costs per injured victim is 


$853. / 


Productivity loss presents the greatest difficulty 
in the Slocum model. The Ministry of Health's survey 
shows that the average number of work days lost for 
hospitalized motor vehicle accident victims is 15.7, 
while the number of housework days lost is 14.4. To 
estimate lost production, Slocum divides 15.7 by a 
five-day work week and multiplies that figure by the 
average weekly wage. This yields the loss per injured 
male victim. To obtain a loss figure for injured females, 
Slocum divides the 14.4 days of housework loss by the 
five-day working week and multiplies the result by the 
average weekly wage or females in Ontario.® Slocum then 
multiplies the two resulting productivity loss figures by 
the proportion of injured who are male (59%) and female 


(41%). This yields an overall average productivity loss. 


(Study Director: Richard Slocum). 


The cost, calculated from Injury was $361 for 1975. 
Slocum updated the figure to $596 for 1980. When adjusted 
to 1985 dollars the figure for health care costs is $853. 
(Inflation increased prices by 43% between 1980 and 1985, 
according to the Statistics Canada Consumer Price Index). 


8 The average weekly wage for females is used to estimate 
the opportunity cost of housework. The implied wages from 
housework must be enough to keep homemakers from going 
into the labour force. If housework were worth less, 
women would go into the labour force and pay someone else 
to do the tasks; if it were worth more, women would leave 
the labour force and drive up the average wage. 
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Several problems arise. The Slocum model assumes aad. 
injured and hospitalized women were homemakers. The fact 
that women made up 40% of the labour force in 1980 is not 
taken into account in calculating the average weekly wage 
and applying it. In addition, some might argue that 
housework days lost should not be calculated on the basis 
of a five-day week, but rather on the basis of a seven-day 
housework week. Adjusting the Slocum figures to remedy 
the problems referred to, and updating them to L985. 
results in an overall production loss of $1,357 per 


victim.’ Updating Slocum's figures to 1985 results in an 





IFrom Injury we know that hospitalized victims report an 
average of 15.7 work days lost and 14.4 housework days 
lost. The average weekly wage for Ontario was $309 in 
1980 and the average weekly wage for females was $202. 
Slocum multiplied weekly salary by days lost and divided 
through by 5 working days: 

15.7 x $309 + 5 = $970 per injured male victim; and 
14.4 x $202 + 5 = $582 per injured female victim. 


Multiplying these figures by the proportion of victims of 
either sex produces the following result: 
($570 x 59) + ($582 x .41) = S8ll per anjured victim. 


The labour participation ratio for women aged 15 and over 
in Ontario in 1985 was 57.9%. Of the 41% of accident 
victims who were female, 23.7% (57.9% x 41%) should be 
included in the work force. 


It is assumed that women not in the labour force are 
homemakers. It is also assumed that men not in the labour 
force would have indicated "0" work days lost, rather than 
a certain number of housework days lost and, thus, are 
implicitly included in the averages. This may overstate 
the number of female homemakers and understate the number 
of male homemakers. It is assumed that these figures will 
balance each other out. The average weekly wage in 
Ontario is $455.33, which includes both male and female 
workers. The figure is used for both workers and 
homemakers. The new equations are as follows: 

15.7 x $455.32 + 5 ="$1,430 per injured worker. 

14.4-x $455.32 + 7 = $ 936 per injured homemaker. 

Workers = 59% (males) + 26.2% (female workers) = 85.2% 


Homemakers = 14.8% 
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average wage loss of $1,160 or $197 lower than the 


adjusted figure.!° 


The Slocum model does not take into account 
production losses arising from fatalities. The U.S. 
Department of Transportation study estimated the per 
fatality loss at almost $300,000 in 1984.'! This is the 
best estimate available. Adjusting the U.S. Department 
of Transportation's figures to 1985 dollars yields an 
estimated $310,408 per fatality productivity loss 


figure. !? 


To calculate funeral costs, Slocum compares the 
expenditure from the Inquiry survey with a present value 


calculation of funeral costs at the expected time of 


Average loss per victim = ($1,430 x .852) + (936 x . 148) 
+ Si, 3574 


10The overall difference in production loss would be 
$11,828,461 less than the adjusted figure. 


lly.s. Department of Transportation, Compensating Auto 
Accident) Victims; °1985. 


leéphe U.S. figures are expressed in U.S. dollars. (This 
figure is used to account for the possibility of a higher 
American average wage). 
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natural death.!3 The adjusted 1985 figure is $2,131.46 


per fatality. 


Slocum does not regard compensation payments made by 
insurers to victims as losses. In the Slocum model, those 
payments have already been calculated as health care 
costs, productivity costs and so on. Compensation paid 
by an insurer is viewed as a transfer of money back to the 
victim from amounts previously transferred in the form of 


premiums paid by all potential victims to insurers). 


Resources are also used in this insurance transfer 
system. In 1985 figures, the earned premiums for all 
private passenger automobile coverages in Ontario 
(excluding farmers) amounted to $1,669,471,034.!4 
Operating costs vary; however, a reasonable average over 
the past five years is 33.3%.15 When that factor is 


applied to earned premiums, the result is a private 


13 although everyone eventually pays funeral costs, the 
estimated average time until natural death occurred for 
the sample group was 35-40 years. Assuming a real 
interest rate (interest rate less inflation) of 6%, the 
amount needed in 1980 to produce $1,650 in 40 years is 
$160.00. The amount was so minor that Slocum ignored the 
offset. Updating Slocum's figure to 1985 dollars results 
in funeral costs of $2,361 per fatality. The 1985 offset, 
i.e. the money required now to provide funeral expenses in 
40 years, is $229.54. Thus, the extra money spent is 

82 131 246. 


14tnsurance Bureau of Canada, Automobile Insurance 
Experience ("Green Book"), 1985. 


1Srrom the "Green Book", we know that operating expenses 
outside of claims adjustment expenses were 23.3% for 

1985. The estimated claims adjustment cost is 11% of 
premiums (see Chapter 16 on Transaction Costs). The total 
figure for 1985 equals 24.3%. Premium taxes were not 
included since they represent a transfer, not a resource 
expenditure. 
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passenger automobile total operating cost of 


$555,933,854.! 


Slocum's estimate of legal and court fees, updated 
to 1985, results in a cost of $250 per injured victim. 
His calculations do not take into account property damage 
accidents or fatalities. The figure is thus a lowest cost 


estimate. 


Slocum included in his calculations the cost of 
police investigations of accidents (mostly a time cost). 
In 1985 terms, Slocum's conclusions were that police 
investigations represent a cost of $34 for a property 
damage accident, $50 for an injury-producing accident and 


$319 for a fatality.!/ 


The economic cost of motor vehicle accidents in 


Ontario can only be approximated. Slocum provides the 





16Qperating costs will, of course, increase when premiums 
paid by farmers ($17,178,192), commercial vehicles 
($147,313,616), motorcycles ($27,011,879) and snowmobiles 
($8,496,475) are considered. 


17sjocum uses a $12 per hour wage rate to cost the time 
spent on an investigation. The figures for hours spent 
come from O.P.P. data. For 1980, the costs are: 


Property damage accident ( 2.0 hours x S123). coisoek 
Injury accident ( 2.9 hours~x Si2). Bio. Bo 
Fatal accident (18.6. hours (x S12)) 5223 


Using the 43% adjustment for inflation, investigation 
costs per accident in 1985 dollars are $34 (P.D.), $50 
(Injury) and $319 (Fatal). According to the Ontario Road 
Safety Annual Report, there were 114,874 property damage 
accidents, 73,840 injury accidents and 1,036 fatal 
accidents reported in 1985. Multiplied by the per 
accident investigation costs, this led to total costs of: 
(La, 874 x S34)a +, 85840? m $50)e tid O8Gix 4319) = 

Ss), 220, 200% 
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best available data. Updating Slocum's figures and 
correcting the model in areas previously discussed 


produced an economic cost breakdown summarized in Table 2 


below: 
TABLE 2 

ECONOMIC COST OF MOTOR VEHICLE 

ACCIDENTS IN ONTARIO -- 1985 
Property damage $547 518,951 
Health care (109,169 x 55% x $853) SL 726 5636 
Production 3 00.69 Bago ee ole 5) 81,478,283 
Loss (1,191 x $310,408) 369,695,928 
Funeral costs CIMTOI% x aS 025131746) 23005, 069 
Insurance operating costs 622.1535, 9028 
Legal & court fees (109,169 x .55 x $250) 15,010, 738 


court fees 


Accident (114,874 x 5 34) 3,905,716 
investigation C734 Or x55 50) 3,692,000 
Cl0367x S319’) 330,484 


TOTAL COST: Sa, OOF ce Ls 
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INSURING AGREEMENTS 

Now Therefore in consideration of the payment of the premium speci- 
fied and of the statements contained in the application and subject to 
the limits, terms, conditions, provisions, definitions and exclusions 
herein stated and subject always to the condition that tne Insurer shall 
be liable only under the section(s) or subsection(s) of the following 
Insuring Agreements A, B, C for which a premium ts specified in item 4 
of the application and no other 


SECTION A—THIRD PARTY LIABILITY 


The Insurer agrees to indemnify the insured and, in the same manner 
and to the same extent as if named herein as the insured, every other 
person who with his consent personally drives the automobile. or per- 
sonally operates any part thereof, against the liability imposed by law 
upon the imsured or upon any such other person for loss or damage 
arising from the ownership, use or operation of the automobile and 
resulting from 


BODILY INJURY TO OR DEATH OF ANY PERSON OR DAMAGE TO 
PROPERTY 
The Insurer shall not be liable under this section, 


(a) — deleted 
(b) — deleted 


(c) — deleted 


(d) for loss of or damage to property carried in or upon the automobile 
Or to any property Owned or rented by, or in the care, Custody or 
control of any person insured by this section: or 


(e) — deleted 
(f) — deleted 


(g) for any amount in excess of the limit(s) stated-1n section A of item 4 
of the application, and expenditures provided for in the Additional! 
Agreements of this section; subject always to tne provisions of the 
section of the Insurance Act (Automobile Insurance Part) relating 
to the nuclear energy hazard; or 

(h) for any hebility arising trom contamination of property carried in 
the automobile. 

See also General Provisions, Definitions, Exclusions and Statutory 

Conditions of this Policy 


ADDITIONAL AGREEMENTS OF INSURER 

Where indemnity 1S provided Dy th.s section the Insurer snail, 

(1) upon receipt of notice ot loss or damage caused to persons or 
property, serve any person insured by this policy by such investiga- 
tion thereof, or by sucti negotiations with the Claimant, or by such 
settiement of any resulting Claims, aS May be Geeined eapedient Dy 
the Insurer; and 

(2) defend in the name and on behalf of any person insured by this— 

policy and at ine cost of tne Insurer any Civil action which may at 

any time be brougnt against such person On account of such loss or 

damage to persons or property; and 4 

pay all costs taxed against any person insured by this policy in any 

civil action getended by the Insurer and any interest accruing atter 

entry of judgment upon that part of the judgment which is within 
the Iimitis, or the Insurers liability; and 

(4) in case the injury be to a person, reimburse any person insured by 

this policy for outlay for such medical aid as may be immediately 

necessary al tne time of sucn injury, and 

be liable up to the minimum limit(s) prescribed for that province 

or territory of Canada in which the accident occurred, if that limit(s, 

is higher than the limit(s) stated in section A of item 4 of the 
application; and 

(6) not set up any defense to a claim that might not be set up if the 
policy were a motor vehicle lability policy issued in the province 
or territory of Canada in which the accident occurred. 
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AGREEMENTS OF INSURED 


Where indemnity is provided by this section, every person insured by 

this policy 

(a) by the acceptance of this policy, constitutes and appoints the 
Insure; his irrevocable attorney to appear ano detend in any prov- 
ince or territory of Canada in which action is brought against the 
insured arising out of the ownership, use or operation of the 
automobile; 1 


(b) shall reimburse the Insurer, upon demand, in the amount which 
the Insurer has paid by reason of the Provisions of any statute 
relating to automobile insurance and which the Insurer would not 
otherwise be liable to pay under this policy. ; 


SECTION B— ACCIDENT BENEFITS 


The Insurer agrees to pay to or with respect to each insured person as 
defined in this section who sustains bodily injury or death by an acci- 
dent arising Out of the use or operation of an automobile: 


SUBSECTION | — MEDICAL, REHABILITATION 
AND FUNERAL EXPENSES 
(1) All reasonable expenses incurred within four years from the date 
of the accident as a result of such injury for necessary medical, 
Surgical, dental, chiropractic, hospital, professiona! nursing and 
ambulance service and for any other service within the meaning of 
insured services under The Health Insurance Act and for such 
other services and supplies which are. in the opinion of the 
physician of the insured person's choice and that of the insurer's 
medical advisor, essential for the treatment, occupationa! retraining 
or rehabilitation of said person, to the limit of $25,000 per person. 
(2) Funeral expenses incurred up to the amount of $1,000 in respect 
of the death of any one person. 


The Insurer shall not be liable under this subsection for those portions 
of such expenses payable or recoverable under any medical, Surgical, 
dental, or hospitalization plan or law or, except for similar insurance 
Provided under another automobile insurance contract, under any 
other insurance contract or certificate issued to or for the benefit of, 
any insured person. 


SUBSECTION 2 — DEATH BENEFITS AND LOSS OF 
INCOME PAYMENTS 
Part | — Death Benefits 
A. Subject to the provisions of this Part, for death that ensues within 
180 days of the accident or within 104 weeks of the accident if there 
| has been continuous disability during that period, a payment — based 
on the status at the date of the accident of the deceased in a house- 


hold where a spouse or dependants survive — of the following 
amounts: 

Head of the Household $10,000 
Spouse of the Head of the Household 10,000 
Dependant within the meaning of sub-subparagraph 

(b) of subparagraph 3 of paragraph B 2,000 


In addition, with respect to death of the head of the household, where 

there are two or more survivors — spouse or dependants — the 

cipal Sum payable is increased $1,000 for each survivor other than 
e first. 


B. For the purposes of this Part, 

(1) “Spouse of the head of the household'"’ means the spouse with 
the lesser income from employment in the twelve months preceding 
the date of the accident. 

(2) ‘‘Spouse"’ means either of a man and woman who, 

(a) are married to each other; 

(b) are married to each other by a marriage that is voidable and 
has not been voided by a judgment of nullity; or 

(c) have gone through a form of marriage with each other, in good 
faith, that is void and are cohabiting or have cohabited within 
the preceding year, 

and includes, 

(d) either of a man and woman not being married to each other 
who have cohabited, 
(i) continuously for a period of not less than five years, or 
(ii) in a relationship of some permanence where there is a 

child born of whom they are the natura! parents, 

and have so cohabited within the preceding year. 

(3) “Dependant” means, 

(a) the spouse of the head of the household who resides with the 
head of the household; 

(b) @ person, 

(i) under the age of 18 years who resides with and is princi- 
pally dependent upon the head of the household or the 
spouse of the head of the household for financial support, 

(ii) 18 years of age or over who, because of mental or physical 
infirmity, is principally dependent upon the head of the 
household or the spouse of the head of the household for 
financial support, or 

(iii) 18 years of age or over who, because of full-time attend- 
ance at a school, college or university is principally 
dependent upon the head of the household or the spouse 
of the head of the household for financial support, or 
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(c) @ parent or relative, 
(i) of the head of the household, 
or 
(ii) of the spouse of the head of the household, 
residing in the same dwelling premises and principally 
dependent upon the head of the household or the spouse 
of the head of the household for financial support. 

(4) The total amount payable shall be paid to a person who is the 
head of the household or the spouse of the head of the household, 
as the case may be, if that person surives the deceased by at 
least 30 days. 

(5) The total! amount payable with respect to death where no head 
of the household or spouse survives the deceased by at least 30 
days shall be divided equally among the Surviving dependants. 

(6) No amount is payable on death, other than incurred funeral 
expenses, if no head of the household or dependant survives the 
deceased by at least 30 days. 


Part li! — Loss of Income 

Subject to the provisions of this Part, a weekly payment for the loss 
of income from employment for the period during which the insured 
person suffers substantial inability to perform the essential duties of 
his occupation or employment, provided, 

(a) such person was employed at the date of the accident; 

(b) within 30 days from the date of the accident the insured person 
suffers substantial inability to perform the essential duties of 
his occupation or employment; 

(c) no payments shall be made for any period in excess of 104 
weeks except that if, at the end of the 104 week period, it has 
been established that such injury continuously prevents such 
person from engaging in any occupation or employment for 
which he is reasonably suited by education, training or experi- 
ence, the Insurer agrees to make such weekly payments for 
the duration of such inability to perform the essential duties. 


Amount of Weekly Payment — The amount of a weekly payment shall 
be the lesser of, 
(a) $140 per week; or 
(b) 80 percent of the insured person's gross weekly income from 
employment, less any payments for loss of income from employ- 
ment received by or available to such person under, 
(i) the laws of any jurisdiction, 
(ii) wage or salary continuation plans available to the person 
by reason of his employment, and 
(iii) Part Nl of this Subsection 2, 


but no deduction shal! be made for any increase in such 
payment due to a cost of living adjustment subsequent to the 
insured person's substantial inability to perform the essential 
duties of his occupation or employment or for the first two 
weeks of such substantia! inability. 


For the purposes of this Part, 

(1) there shall be deducted from an insured person's gross weekly 
income any payments received by or available to him from part- 
time or other employment or occupation subsequent to the date 
of the accident; ; 

(2) a principal unpaid housekeeper residing in the household not 
otherwise engaged in occupation or employment for wages or 
profit, if injured, shall be deemed disabled only if completely 
incapacitated and unable to perform any of his or her household 
duties and, while so incapacitated, shall receive a benefit at the 
rate of $70 per week for not more than 12 weeks; 

(3) a person shall be deemed to be employed, 

(a) if actively engaged in an occupation or employment for wages 
or profit at the date of the accident; or 

(b) if 18 years of age or over and under the age of 65 years, so 
engaged for any six months out of the preceding 12 months; 

(4) a person receiving a weekly payment who, within 30 days of 
resuming his occupation or employment is unable to continue 
such occupation or employment as a result of such injury, is not 
precluded from receiving further weekly payments; 
except for the first two weeks of disability, where the payments 
for loss of income payable hereunder, together with payments for 
loss of income under anotter contract of insurance other than a 
contract of insurance relating to any wage or salary continuation 
pian available to an insured person by reason of his employment, 
exceed the actual loss of income of the insured person, the 
insurer is liable only for that proportion of the payments for loss 
of income stated in this policy that the actual loss of income of 
the person insured bears to the aggregate of the payments for loss 
of income payable under all such contracts. 
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Part 1i1— Supplemental Benefits Respecting Accidents Occurring in 
Quebec 
A. For the purposes of this Part, 

(a) “accident means an event occurring in Quebec resulting in 
damage caused by an automobile, or by the use of an suto- 
mobile, or by the load of an automobile, including damage 
caused by a trailer; 


{b) “bodily injury" means physical, psychological or mental injury 
including death as well as damage to the clothing worn by the 
victim at the time of the accident; 

(c) “resident of Ontario’’ means any person, 

(i) who is authorized by law to be or to remain in Canada and 

is living and ordinarily present in Ontario, and 

(ii) who meets the criteria prescribed in Division I! of O.C. 
374-78 made under the Automobile insurance Act (Quebec), 
which apply with necessary modifications, 

but does not include a person, 

(iii) who is merely touring, passing through or visiting Ontario, 
or 

(iv) who is, at the time of an accident in Quebec, the owner 
or driver of, or a passenger in, an automobile registered 
in Quebec; 


(d) “‘person insured in Quebec” means a resident of Ontario who is, 

(i) any person while an occupant of the described automobile 
or of a newly acquired or temporary substitute automobile 
as defined in this policy, 

(ii) the insured and, if residing in the same dwelling premises 
as the insured, his or her spouse and any dependent rela- 
tive of either while an occupant of any other automobile, 

(iii) any person, not the occupant of an automobile, who is 
struck by the described automobile or a newly acquired or 
temporary substitute automobile as defined in this policy, 

(iv) the named insured, if an individual, and his or her spouse 
and any dependent relative residing in the same dwelling 
premises as the named insured, not the occupant of an 
automobile who is struck by any other automobile, 

(v) if the insured is a corporation, unincorporated association, 
or partnership, any employee or partner of the insured for 
whose regular use the described automobile is furnished, 
and his or her spouse and any dependent relative of either, 
residing in the same dwelling premises as such employee 
or partner, while an occupant of any other automobile, 

(vi) any employee or partner of the insured, for whose regular 
use the described automobile is furnished, and his or her 
spouse and any dependent relative of either, residing in 
the same dwelling premises as such employee or partner, 
while not the occupant of an automobile who is struck by 
any other automobile, and 

(vii) any other person who is, 
a. the occupant of an automobile, or 
b. not being the occupant of an automobile, is struck by 
an automobile, 

driven by a person insured in Quebec as defined in sub- 

subparagraphs i to vi of this subparagraph. 
B. With respect to bodily injury. as a result of an accident, to a person 
insured in Quebec the Insurer agrees to make payments under this 
Part in the same amount and form and subject to the same conditions 
as if such person were a resident of Quebec as defined in the Auto- 
mobile insurance Act (Quebec) and the regulations made under that 
Act and entitled to payments under that Act and those regulations. 


SUBSECTION 3 — UNINSURED MOTORIST COVER 
All sums that 


(a) @ person insured under the contract is tegally entitled to recover 
from the owner or driver of an uninsured automobile or uniden- 
tified automobile as damages for bodily injuries resulting from an 
accident involving an automobile; 

(b) any person is legally entitled to recover from the owner or driver 
of an uninsured automobile or unidentified automobile as damages 
for bodily injury to or the death of a person insured under the 
contract resulting from an accident involving an automobile; and 

(¢) a person insured under the contract is legally entitied to recover 
from the identified owner or driver of an uninsured automobile as 
damages for accidental damage to the insured automobile or its 
contents, or to both the insured automobile and its contents, 
resulting from an accident involving an automobile. 


4. Definitions: 
For the purposes of this subsection, 


(a) “insured automobile’’ means the automobile as defined or 
described under the contract; 


A 


- 761 


rson insured under the contract’ means, 
i) in respect of a claim for damage to the insured eutomo- 
bile, the owner of the automobile, 
(ii) in respect of a claim for damage to the contents of the 
insured automobile, the owner of the contents, 
(iii) in respect of a claim for bodily injuries or death, 
&. any person while an occupant of the insured auto- 
mobile. 
b. the insured 


(b) oo 


and, if residing in the same dwelling 


premises as the insured, his or her spouse and any © 


dependent relative of either, ‘ K 
(1) while an occupant of an uninsured automobile, or 
(2) while not the occupant of an automobile or of 
railway rolling stock that runs on rails, who is 
struck by an uninsured or unidentified automobile, 
c. if the insured is a cornoration, unincorporated asso- 
ciation or partnership, any director. officer, employee 
or partner of the insured for whose regular use the 
insured automobile is furnished, and, if residing in the 
same dwelling premises as such person, his or her 
spouse and any dependent relative of the person or 
the spouse, ; : 
(1) while an occupant of an uninsured automobile, or 
(2) while not the occupant of an automobile or of 
railway rolling stock that runs on rails, who. Is 
struck by an uninsured or unidentified automobile, 
where such director, officer, employee or partner or 
his or her spouse is not the owner of an automobile 
insured under a contract: 


(c) “unidentified automobile’ means an automobile with respect 
to which the identity of either the owner or driver cannot be 
ascertained; 


(d) “uninsured automobile’ means an automobile with respect 
to which neither the owner nor driver thereof has applicable 
and collectible bodily injury liability and property damage 
liability imsurance for its ownership, use or operation, but 
does not include an automobile owned by or registered in the 
name of the insured or his or her spouse. 


Qualification of Dependent Relative g 
Where a dependent relative referred to in subparagraph (iii) of 
paragraph (b) of Clause 1, 

(a) is the owner of an automobile insured under a contract: or 
(b) sustains bodily injuries or dies as the result of accident while 

the occupant of his own uninsured automobile, . 

such relative shall be deemed not to be a dependent relative for 
the purposes of this subsection oh 


The following terms, conditions, provisions, exclusions and limits © 
prescribed by the Regulations made under Section 231(4) of The © 
insurance Act apply to the coverage under this Subsectiom of this 
Section B. 


Limits and Exclusions 
(1) The Insurer shall not be liable to make any payment, 


(a) for any amount in excess of the minimum limits for auto- 
mobile liability insurance in the jurisdiction in which the — 
accident occurs regardiess of the number of persons” 
injured or killed or the damage to the automobile and 
centents, and in no event shali the Insurer be liable for 
any amount in excess of the minimum limits set cut in 
section 219 of The Insurance Act; 


where a person insured under the contract is entitled to 
recover money under any valid policy of insurance cther 
than money payable on death. except for the difference 
between such entitlement and the relevant minimum limits 
determined under paragraph (a); 


where the person insured under the contract is entitled 
to recover money under the third party liability section 
of a motor vehicle liability policy; 


to any person involved in an accident in a jurisdiction in 
which a valid claim may be made for such payment against 
an unsatisfied judgment or similar fund; 


for any loss or damage caused directly or indirectly by. 
radioactive material; or 


in respect of damages for accidental damage to the insured — 
automobile and its contents, for the first $100 of any loss 

in any one occurrence nor any amount in excess of 

$25,000. 


(2) Where by reason of any one accident, liability results from) 
bodily injury or death and from damage to the insured auto- 
mobiie or its contents, 


(a) claims arising out of bodily injury or death have priority 
to the extent of 95 per cent of the amount payable over 
claims arising out of damage to the insured automobile 
and its contents; and 

(b) claims arising out of damage to the insured automobile 
and its contents have priority to the extent of 5 per cent 
over claims arising out of bodily mjury or death. 
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(b) 


(c 


— 


(d) 


(e) 
(f) 


4. Accidents Involving Unidentified Automobiles 


Where an unidentified automobile has caused bodily injury or 
death to @ person insured under the contract, 


(a) the person insured under the contract, or someone on his 
behalf, shall report the accident within twenty-four hours, or 
@s soon as practicable thereafter, to a police, peace or judicial 
officer or to an administrator of motor vehicle laws and shall 
file with the Insurer within thirty days, or as soon as practi- 
cable thereafter, a written statement that the person insured 
under the contract or his representative has @ cause or causes 
of action arising out of such accident for damages against a 
person or persons whose identity cannot be ascertained and 
setting forth the facts in support thereof, and 


(b) at the request of the Insurer, the person insured under the 
contract or his representative referred to in paragraph (a) 
shall make available for inspection the automobile of which 
the person insured under the contract was an occupant at 
the time of the accident. 


S. Determination of Legal Liability and Amount of Damages 


(1) The determination as to whether the person insured under 
the contract is legally entitled to recover damages and, if so 
entitled, the amount thereof shall be determined, 


(a) by agreement between the person insured under the con- 
tract and the insurer; 


(b) at the request of the person insured under the contract, 
and with the consent of the Insurer, by arbitration by 
some person to be chosen by both parties, or if they cannot 
agree on one person, then by two persons, one to be 
chosen by the person insured under the contract and the 
other by the Insurer and a third person to be appointed 
by the persons so chosen; or 

(c) by a court of competent jurisdiction in Ontario in an action 
brought against the Insurer by the person insured under 
the contract, and unless the determination has been pre- 
viously made in a contested action by a court of competent 
jurisdiction in Ontario, the Insurer may include in its 
ripe the determination of liability and the amount 
thereof. 


(2) The Arbitrations Act applies to every arbitration under para- 
graph (b) of subclause (1) of this Clause. 


6. Notice of Legal Action 


(1) Where the person insured under the contract or his repre- 
sentative commences a legal! action for damages against any 
other person owning or operating an automobile involved in 
the accident, a copy of the writ of summons or other proceed- 
ing shall be delivered or sent by registered mail immediately 
to the chief agency or head office of the Insurer in Ontario. 


(2) Subject to Clause 3 of this Subsection 3, where the person 
insured under the contract or his representative obtains a 
judgment against the other person referred to in subclause 
(1) of this clause but is unable to recover, or to recover fully 
the amount of that judgment, the Insurer shall, on request, 
pay the amount of that judgment or, as the case may be, 
the difference between what he has recovered under that 
judgment and the amount of that judgment. 


(3) Before making any payment under subclause (2) of this 
clause, the Insurer may require that the person insured under 
the contract or his representative assign his judgment, or 
the balance of his judgment, as the case may be, to the 
Insurer and the Insurer shall account to the person insured 
under the contract for any recovery it makes under that 
judgment for any amount in excess of what it has paid to 
that person and its costs. 


7. Notice and Proof of Claim 


(1) In respect of a claim for bodily injuries or death, the person 
insured under the contract or his representative, or the person 
otherwise entitled to make claim or his representative, shall, 


(a) give written notice of claim to the Insurer by delivery 
thereof or by sending it by registered mail to the chief 
agency or head office of the Insurer in Ontario, within 
thirty days from the date of the accident or as soon as 
practicable thereafter; 


(b) within ninety days from the date of the accident for which 
the claim is made, or as soon as practicable thereafter, 
furnish to the Insurer such proof of claim as is reasonably 
possible in the circumstances of the happening of the 
accident and the loss occasioned thereby; 


(c) if so required by the Insurer, furnish a certificate as to 
the cause and nature of the accident for which the claim 
is made and as to the duration of the disability caused 
thereby from a medical practitioner legally qualified to 
prerers! 
an 
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(d) give details to the Insurer of any policies of insurance, 
other than policies of life insurance, to which such person 
may have recourse. 


(2) In respect of a claim for damage to the insured automobile 
or its contents, or to both the insured automobile and its 
contents, the provisions of statutory condition 4 of subsection 
2 of section 207 of The Imsurance Act apply with necessary 
moditications to the insured automobile and to any contents 
with respect to which a claim is made. 


8. Medical Reports 


(1) The Insurer has the right and the claimant shall afford to the 
Insurer an opportunity to examine the person of the person 
insured under the contract when and as Often as it reasonably 
requires while the claim is pending, and also, in the case of 
the death of the person insured under the contract, to make 
@n autopsy subject to the law relating to autopsies. 


(2) At the request of the claimant or his representative, the 
Insurer shall supply to the claimant or his representative, as 
the case may be, a copy of any medica! or autopsy report 
obtained as a result of an examination or autopsy under sub- 
clause (1) of this clause. 


®. When Moneys Payable 


(1) No person shall bring an action to recover the amount of a 
claim provided for under the contract pursuant to subsection 
1 of section 231 of The Insurance Act unless the require- 
ments of this subsection 3 have been complied with. 


(2) Every action or proceeding against the Insurer for the recovery 
of a claim shall be commenced within two years from the 
date on which the cause of action against the Insurer arose 
and not afterwards. 


10. Limitation of Benefit Payable 


Where a person is entitled to benefits under more than one con- 
tract providing insurance of the type set forth in subsection 1 of 
Section 231 of The Insurance Act, he or his representative or 
any person claiming through or under him or by virtue of The 
Family Law Reform Act, 1978 may recover only an amount equal 
to one benefit. 


11, Application of General Provisions 


(1) In so far as applicable the genera! provisions, definitions, 
exclusions and statutory conditions of this policy also apply to 
payments under this subsection 3. 


(2) Special Provisions, Definitions and Exclusions of Section B 
of this policy do not apply to the insurance provided by this 
subsection 3. 


SPECIAL PROVISIONS, DEFINITIONS, AND 
EXCLUSIONS OF SECTION B 


(1) “INSURED PERSON” DEFINED 


In this section, the words “insured person” mean, 

(a) any person while an occupant of the described automobile or 
of a newly acquired or temporary substitute automobile as 
defined in this policy; 


(b) the insured and, if residing in the same dwelling premises as 
the insured, his or her spouse and any dependent relative of 
either while an occupant of any other automobile; provided that, 

(i) the insured 15 an individual or are husband and wife; 

(ii) such person is not engaged in the business of selling, 
repairing, maintaining, servicing, storing, or parking auto- 
mobiles at the time of tne accident; 

(iii) such other automobile is not owned or regularly or tre- 
quently used by the insured or by any person or persons 
residing in the same dwelling premises as the insured; 

- (iv) such other automobile is not owned, hired, or leased by an 
employer of the insured or by an employer of any person or 
persons residing in the same dwelling premises as the 
insured; 

(v) such other automobile is not used for carrying passengers 
for compensation or hire or for commercial delivery; 


(c) in subsections 1 and 2 of this section only, any person, not the 
occupant of an automobile or of railway rolling-stock that runs 
on rails, who ts struck, in Canada, by the described automobile 
or a newly acquired or temporary substitute automobile as 
defined in the policy; 

(d) in subsections 1 and 2 of this section only, the named insured, 
if an individual and his or her spouse and any dependent rela- 
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tive residing in the same dwelling premises as the named 

insured, not the occupant of an automobile or of railway rolling- 

stock that runs on rails, who is struck by any other automobile; 
provided that, 

(i) such person is not engaged in the business of selling, 
repairing, maintaining, Servicing, storing, or parking auto- 
mobiles at the time of the accident; 

(ii) that automobile is not owned or regularly or frequently 
used by the insured or by any person or persons residing 
in the same dwelling premises as the named insured; 

(iii) that automobile is not owned, hired, or ieased by an 
employer of the insured or by an employer of any person 
or persons residing in the same dwelling premises as the 
named insured; 

(e) if the insured is a corporation, unincorporated association, or 
partnership, any employee or partner of the insured for whose 
regular use the described automobile is furnished, and his or 
her spouse and any dependent relative of either, residing in the 
same dwelling premises as such employee or partner, while an 
occupant of any other automobile of the private passenger or 
station wagon type; and 

(f) in subsections 1 and 2 of this section only, any employee or 
partner of the insured, for whose regular use the described 
automobile is furnished, and his or her spouse and any 
dependent relative of either, residing in the same dwelling 
premises as such employee or partner, white not the occupant 
of an automobile or of railway rolling-stock that runs on rails, 
who is struck by any other automobile; provided that, 
in respect of (e) and (f) above, 

(i) neither such employee nor partner or his or her spouse is 
the owner of an automobile of the private passenger or 
station wagon type; 

(ii) the described automobile is of the private passenger or 
station wagon type; 

(iii) such person is not engaged in the business of selling, 
repairing, maintaining, servicing, storing, or parking auto- 
mobiles at the time of the accident; 

(iv) such other automobile is not owned or regularly or fre- 
quently used by the employee or partner, or by any person 
or persons residing in the same dwelling premises as such 
employee or partner; 

(v) such other automobile is not owned, hired, or leased by the 
insured or by an employer of any person or persons residing 
in the same dwelling premises as such employee or partner 
of the insured; 

in respect of (e) above only, 

(vi) such other automobile is not used for carrying passengers 
for compensation or hire or for commercial delivery. 

(2) EXCLUSIONS 


(a) Except as provided in Part II! of Subsection 2, the Insurer shall 
not be liable under this section for bodily injury to or death of 
any person, 

(i) resulting from the suicide of such person or attempt there- 
at, whether sane or insane; or 
(ii) who is entitled to receive the benefits of any workmen's 
compensation law or plan; or 
(iii) caused directly or indirectly by radioactive material; 

(b) The insurer shall not be liable under subsection 1 or Part II of 

subsection 2 of this section for bodily injury or death, 
(i) sustained by any person who is convicted of drunken or 
impaired driving or of driving while under the influence of 
Grugs at the time of the accident; or 
(ii) sustained by any person driving the automobile who is not 
for the time being either authorized by law or qualified to 
drive the automobile. 
(3) NOTICE AND PROOF OF CLAIM 

The insured person or his agent, or the person otherwise entitled 

to make claim or his agent, shall, 

(a) give written notice of claim to the Insurer by delivery thereof or 
by sending it by registered mail to the chief agency or head 
office of the Insurer in the Province, within 30 days from the 
date of the accident or as soon as practicable thereafter; 

(b) within 90 days from the date of the accident for which the claim 
is made, or as soon as practicable thereafter, furnish to the 
Insurer such proof of claim as is reasonably possible in the 
circumstances of the happening of the accident and the loss 
occasioned thereby; 

(ce) if so required by the Insurer, furnish a certificate as to the 
cause and nature of the accident for which the claim is made 
and as to the duration of the disability caused thereby from a 
4medical practitioner legally qualified to practise. 
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(4) MEDICAL REPORTS 
The Insurer has the right and the claimant shall afford to the 
Insurer, an opportunity to examine the person of the insured 
person when and as often as it reasonably requires while the claim 
is pending, and also, in the case of the death of the insured person, 
to make an autopsy subject to the law relating to autopsies. 


(5S) “PHYSICIAN” DEFINED 
“Physician” means a legally qualified medical practitioner. 


(6) RELEASE 

Notwithstanding any release provided for under the relevant sec- 

tions of The Insurance Act the Insurer may demand, as & condition 

precedent to payment of any amount under this section of the 
policy, a release in favour of the insured and the Insurer from 
liability to the extent of such payment from the insured person or 
his personal representative or any other person. 

(7) WHEN MONEYS PAYABLE 

(a) All amounts payable under this section, other than benefits 
under Part II of subsection 2, shall be paid by the Insurer 
within 30 days after it has received proof of claim. The initial 
benefits for loss of time under Part II of subsection 2 shall be 
paid within 30 days after it has received proof of claim, and 
payments shall be made thereafter within each 30-day period 
while the Insurer remains liable for payments if the insured 
person, whenever required to do so, furnishes prior to pay- 
ment proof of continuing disability. 

(b) No person shall bring an action to recover the amount of a 
claim under this section unless the requirements of provisions 
3 and 4 are complied with, nor until the amount of the Joss has 
been ascertained as provided in this section. 

(c) Every action or proceeding against the Insurer for the recovery 
of a claim under this section shall be commenced within one 
year from the date on which the cause of action arose and not 
afterwards. é 

(8) LIMITATION ON BENEFIT PAYABLE 

Where a person is entitled to benefits under more than one. 

contract providing insurance of the type set forth in subsection 

1 or 2, he or his personal representative or any person claiming 

through or under him or by virtue of The Fatal Accidents Act, 

may recover only an amount equa! to one benefit. 


In so far as applicable the general provisions, definitions, exclusions 
and statutory conditions of the policy also apply. 


SECTION C—LOSS OF OR DAMAGE 
TO INSURED AUTOMOBILE 


The Insurer agrees to indemnify the insured against direct and acci- 
dental loss of or damage to the automobile, including its equipment 
Subsection 1 — ALL PERILS — from ail perils; 
Subsection 2— COLLISION OR UPSET — caused by collision with an- 
other object or by upset; 
Subsection 3 — COMPREHENSIVE — from any peril other than by col- 
lision with another object or by upset; 
The words “another object’ as used in this subsection 3 shall be 
deemed to include (a) a vehicle to which the automobile is attached 
and (b) the surface of the ground and any object therein or thereon. 
Loss or damage caused by missiles, falling or flying objects, fire, theft, 
explosion, earthquake, windstorm, hail, rising water, malicious mis- 
chief, riot or civil commotion shall be deemed loss or damage caused 
by perils for which insurance is provided under this subsection 3. 
Subsection 4— SPECIFIED PERILS — caused by fire, lightning, theft 
or attempt thereat, windstorm, earthquake, hail, explosion, riot or civil 
commotion, falling or forced landing of aircraft or of parts thereof, 
rising water, or the stranding, sinking, burning, derailment or collision 
of any conveyance in or upon which the automobile is being trans- 
ported on land or water; 
DEDUCTIBLE CLAUSE 
Each occurrence causing loss or damage covered under any subsection 
of section C except loss or damage caused by fire or lightning or theft 
of the entire automobile covered by such subsection, shall give rise 
to a separate claim in respect of which the Insurer's liability shall be 
limited to the amount of loss or damage in excess of the amount 
deductible, if any, stated in the applicable subsection of section C of 
item 4 of the application. 
EXCLUSIONS 
The insurer shall not be fiable, 
(1) under any subsection of section C for loss or damage 
(a) to tires or consisting of or caused by mechanical fracture or 
breakdown of any part of the automobile or by rusting, corro- 
sion, wear and tear, freezing, or explosion within the combus: 
tion chamber, unless the loss or damage is coincident with 
other loss or damage covered by such subsection or is caused by 
fire, theft or malicious mischief covered by such subsection; of 


1) Where loss or damage 


(2) Loss of Use 


(b) caused by the conversion, embezziement, theft or secretion by 
any person in lawful possession of the automobile under a 
mortgage, conditional sale, lease or other similar written 
agreement; or 
(¢) caused by the voluntary parting with title or ownership, whether 
or not induced to do so by any fraudulent scheme, trick, device 
or false pretense; or 
(@) caused directly or indirectly by contamination by radioactive 
material; or 
(e) to contents of trailers or to rugs or robes; or 
(f) to tapes and equipment for use witn a tape player or recorder 
when such tapes or equipment are detached thereirom; or 
(g) where the insured drives or operates the automobile 
(i) while under the influence of intoxicating liquor or drugs to 
such an extent as to be for the time being incapable of the 
proper control of the automobile; or 

(ii) while in a condition for which he is convicted of an offence 
under section 234 or section 236 of the Crimina! Code 
(Canada) or under or in connection with circumstances for 
which he is convicted of an offence under section 235(2) of 
the Criminal Code (Canada); or 

(h) where the insured permits, suffers, allows or connives at the 
usta the automobile by any person contrary to the provisions 
Fe) H 

2) under subsections 3 (Comprehensive), 4 (Specified Pcrils) only, 

for loss or damage caused by theft by any persor. or persons resid- 

ing in the same dwelling premises as the imsured, or by ary 

employee of the insured engaged in the operation, naintenance or 
repair of the automobile whether tne theft occurs during the hours 
ot such service or employment or not. 
See also General Provisions, Definitions, Exclusions 
and Statutory Conditions of this policy 
ADDITIONAL AGREEMENTS OF INSURER 

arises from a peril for which 8 premium is 

specified under a subsection of this section, the Insurer furtner 

agrees: 

(a) to pay genera! average, salvage and fire department charges 
and customs duties of Canada or of the United States of 
America for which the Insured is legally liable; 


(b) to waive subrogation against every person who, with the 
insured’s consent, has care, custody or control of the automo- 
bile, provided always that this waiver shall not apply to any 
person (1) having such care, custody or contro! in the course 
of the business of selling, repairing, maintaining, servicing, 
storing or parking automobiles, or (2) who has (i) committed a 
breach of any condition of this policy or (ii) driven or operated 
the automobile in the circumstances referred to in (i) or (ii) of 
paragraph (g) of the Exclusions to Section C of this policy; 


to indemnify the insured and any other person who personally 

drives a temporary substitute automobile as defined in the 

General Provisions of this policy against the liability imposed 

by law or assumed by the insured or such other person under 

any contract or agreement for direct and accidental physical 
loss or damage to such automobile and arising from the care, 
custody and contro! thereof; provided always that: 
(i) such indemnity is subject to the deductible clause and 
exclusions of each such subsection; 

(ii) if the owner of such automobile has or places insurance 
against any peril insured by this section, the indemnity 
provided herein shall be limited to the sum by which the 
deductible amount, if any, of such other insurance exceeds 
the deductible amount stated in the applicable subsection 
of this policy; 

(iii) the Additional Agreements under section A of this policy 
shall, insofar as tney are applicable, extend to the indem- 
nity provided herein. 

by Theft — Where indemnity is provided under sub- 
sections 1, 3 or 4 of section C hereof the Insurer further agrees, 
following a theft of the entire automobile covered thereby, to reim- 
burse the insured for expense not exceeding $25.00 for any one day 
nor totalling more than $750.00 incurred for the rental of a substi- 
tute automobile inciluaing taxicabs and public means of trans- 
portation. 
Reimbursement is limited to such expense incurred Ouring the 
period commencing seventy-two hours after such theft has been 
reported to the Insurer or the police and terminating, regardfess 
of the expiration of the policy period, (a) upon the date of the 
completion of repairs to or the repfacement of the property fost 
or damaged, or (b) upon such earlier date as the Insurer makes or 
tenders settiement for the loss or damage caused by such theft. 
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(c) 
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1. 


2. 


4. 


GENERAL PROVISIONS, DEFINITIONS 
AND EXCLUSIONS 
TERRITORY 


This policy applies only while the automobile is being operated, 
used, stored or parked within Canada, the United States of America 
or upon a vesse! plying between ports of those countries. 
OCCUPANT DEFINED 

in this policy the word “occupant” means 8 person Griving, being 
carried in or upon or entering or getting on to or alighting from an 
automobile. 

CONSENT OF OWNER 

No person shall be entitled to indemnity or payment under this 
policy who is an occupant of any automobile which is being used 
without the consent of the owner thereof. 

GARAGE PERSONNEL EXCLUDED 

No person who is engaged in the business of selling, repairing, 
maintaining, storing, servicing or parking automobiles shall be 
entitled to indemnity or payment under this policy for any loss, 
damage, injury or death sustained while engaged in the use or 
operation of or while working upon the automobile in the course of 
that business or while so engaged is an occupant of the described 
automobile or a newly acquired automobile as defined in this 
policy, unless the person is the owner of such automobile or his 
employee or partner. 


AUTOMOBILE DEFINED 
In this policy except where stated to the contrary the words “the 
automobile’’ mean: 


Under sections A (Third Party Liability), B (Accident Benefits), 
C (Loss of or Damage to Insured Automobile) 
(a) The Described Automobile — an automobile, trailer or semi- 
trailer specifically described in the policy or within the des- 
cription of insured automobiles set forth therein; 
A Newly Acquired Automobile — an automobile, ownership of 
which is acquired by the insured and, within fourteen days 
following the date of its delivery to him, notified to the Insurer 
in respect of which the insured has no other valid insurance, 
if either it replaces an automobile described in the application 
or the Insurer insures (in respect of the section or subsection 
of the Insuring Agreements under which claim is made) all 
automobiles owned by the insured at such delivery date and in 
respect of which the insured pays any additional premium 
required; provided however, that insurance hereunder shall not 
apply if the insured is engaged in the business of selling auto- 
mobiles; 

and under sections A (Third Party Liability), B (Accident Benefits) 

only 

(c) A Temporary Substitute Automobile — an automobile not owned 
by the insured, nor by any person or persons residing in the 
same dwelling premises as the insured, while temporarily used 
as the substitute for the described automobile which is not in 
use by any person insured by this policy, because of its break- 
down, repair, servicing, loss, destruction or sale; 

(d) Any automobile of the private passenger or station wagon type, 
other than the described automobile, while personally driven 
by the insured, or by his or her spouse if residing in the same 
dwelling premises as the insured, provided that 

(i) the described automobile is of the Private passenger or 
station wagon type; 

(ii) the insured is an individual or are husband and wife; 

(iii) neither the insured nor his or her spouse is driving such 
automobile in connection with the business of selling, 
repairing, maintaining, servicing, storing or parking auto- 
mobiles; 

(iv) such other automobile is not owned or regularly or fre- 
quently used by the insured or by any person or persons 
residing in the same dwelling premises as the Insured; 

(v) such other automobile is not owned, hired or seased by an 
employer of the insured or by an employer of any person 
or persons residing in the same dwelling premises as the 
insured; 

(vi) such other automobile is not used for carrying passengers 
for compensation or hire or for commercial! delivery; 


(e) if the insured is a corporation, unincorporated association or 
registered co-partnership, any automobile of the private passen- 
ger or station wagon type, other than the described automobile, 
while personally driven by the employee or partner for whose 
regular use the described automobile is furnished, or by his or 
her spouse if residing in the same dwelling premises as such 
employee or partner, provided that 
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(b) 


7. 


(i) neither such employee or partner or his or her spouse is the 
owner of an automobile of the private passenger or station 
wagon type; 

(ii) the described automobile is of the private passenger or 
gtation wagon type; 


(iit) neither such employee, partner or spouse is driving the 
automobile in connection with the business of selling, 
repairing, maintaining, servicing, storing or parking auto- 
mobiles; 

(iv) such other automobile is not owned, hired or leased or 
regularly or frequently used by the insured or such em- 
ployee or by any partner of the insured or by any persons 
residing in the same dwelling premises as any of the afore- 
mentioned persons; 


(v) such other automobile is not used for carrying passengers 
for compensation or hire or commercial delivery; 


(f) Trailers — any trailer used in connection with the automobile. 


TWO OR MORE AUTOMOBILES 


(a) When two or more automobiles are described hereunder (i) with 
respect to the use or operation of such described automobiles, 
each automobile shall be deemed to be insured under a 
separate policy; (ii) with respect to the use or operation of an 
automobile not owned by the insured, the hmit of the insurer's 
liability shall not exceed the highest limit applicable to any 
one described automobile; 


(b) When the :msured owns two or more automobiles which are 
insured as described automobiles under two or more automo- 
bile insurance policies, the limit of the insurer under this 
policy with respect to the use or operation of an automobile not 
owned by the insured shall not exceed the proportion that the 
highest limit applicable to any one automobile described in this 
policy bears to the sum of the highest limits applicable under 
each policy and in no event shall exceed such proportion of the 
highest limit applicable to any one automobile under any policy; 

(c) A motor vehicle and one or more trailers or semi-trailers 
attached thereto shall be held to be one automobile with 
respect to the limit(s) of liability under Insuring Agreements A 
and B and separate automobiles with respect to the limit(s) of 


liability, including any deductible provisions, under Insuring 
Agreement C. 


WAR RISKS EXCLUDED 

The insurer shall not be liable under section B or C of this policy 
for any loss, damage, injury or death caused directly or indirectly 
by bombardment, invasion, Civil war, insurrection, rebellion, revolu- 
tion, military or usurped power, or by operation of armed forces 
while engaged in hostilities, whether war be declared or not. 


EXCLUDED USES 


Uniess coverage is express'y given by an endorsement of this 
policy. the Insurer shall not be liable under this policy while: 


(a) the automobile is rented or leased to another; provided that the 
use by an employee ot his automobile on the business ot his 
employer and for which he is paid shall not be deemed the rent- 
ing or leasing of the automobile to another; 


(b) the automobile is used to carry explosives, or to carry radio- 
active material for research, education, development or indus- 
trial purposes, or for purposes incidental thereto; 

({c) the automobile is used as @ taxicab, public omnibus, livery, 
jitney or sightseeing conveyance or for carrying passengers for 
compensation or hire; provided that the following uses shall 
not be deemed to be the carrying of passengers for compensa- 
tion or hire: 

(i) the use by the insured of his automobile for the carriage of 
another person in return for tne former's carriage in the 

is automobile of the latter; 

(ii) the occasional and infrequent use by the insured of his 
automobile for the carriage of another person who shares 
the cost of the trip; 

(iii) the use by the insured of his automobile for the carriage of 


a temporary or permanent domestic servant of the insured 
or his spouse; 
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(iv) the use by the insured of his automobile for the carriage of 
clients or customers or prospective clients or customers; ‘ 

(v) the occasional and infrequent use by the insured of his 
automobile for the transportation of children to or from 
school or schoo! activities conducted within the educa- 
tional program. 


STATUTORY CONDITIONS 
In these Statutory Conditions, unless the context otherwise requires, 
the word “‘insured’’ means & person insured by this contract whether 
named or not. With respect to Section B only Statutory Conditions 1, 
8 and 9 shall apply. 
Material Change in Risk 
41. (1) The insured named in this contract shall promptly notify the 

Insurer or its local agent in writing of any change in the risk 

material to the contract and within his knowledge. 

(2) Without restricting the generality of the foregoing, the words 

“change in the risk material to the contract” include: 

(a) any change in the insurable interest of the insured named 
in this contract in the automobile by sale, assignment or 
otherwise, except through change of title by succession, 
death or proceedings under the Bankruptcy Act (Canada); 

and in respect of insurance against loss of or damage to the 

automobile, ; 

(b) any mortgage, lien or encumbrance affecting the automobile 
after the application for this contract; ; 

(c) any other insurance of the same interest, whether valid or 
not, covering loss or damage insured by this contract or 
any portion thereof. 

Prohibited Use by Insured 
2. (1) The insured shall not drive or operate the automobile, 

(a) unless he is for the time being either authorized by law or 
qualified to drive or operate the automobile; or 

(b) while his licence to drive or operate an automobile is sus- 

pended or while his right to obtain a licence 1s suspended 
or while he is prohibited under order of any court from 
driving or operating an automobile; or 

while he is under the age of sixteen years or under such 
other age as is prescribed by the law of the province in 
which he resides at the time this contract is made as being 
the minimum age at which a licence or permit to drive an 
automobile may be issued to him; or 

(d) for any illicit or prohibited trade or transportation; or 

(e) in any race or speed test. 

Prohibited Use by Others ; 
(2) The insured shall not permit, suffer, allow or connive at the use 
of the automobile, 
any person, : 

“y te Be that person is for the time being eitner authorized 
by law or qualified to drive or operate the automobile; or 
(ii) while that person is under the age of sixteen years or 
under such other age as is prescribed by the law of the 
province in which he resides at the time this contract is 
made as being the minimum age at which a licence or 

permit to drive an automobile may be issued to him; or 

(b) by any person who is 3 member of the household of the 
insured while his licence to drive or operate an automobile 
is suspended or while his right to obtain a licence 1s sus- 
pended or while he is prohibited under order of any court 
from driving or operating an automobile; or 

(c) for any illicit or prohibited trade or transportation; or 


(d) in any race or speed test. 
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Requirements Where Loss or Damage to Persons or Property 
3. (1) The insured shall, 

(a) promptly give to the Insurer written notice, with all available 
particulars, of any accident involving loss or damage to 
persons or property and of any claim made on account of 
the accident; Pg ee a 

i tory declaration, if require y a P 

” ees out of the use or operation of the auto- 
mobile and that the person operating or responsible for the 
operation of the automobile at the time of the accident is 4 
person insured under this contract; and 

(¢) forward immediately to the Insurer every letter, document, 
advice or writ received by him from or on behalf of tne 
claimant. 

(2) The insured shall! not, 

(a) voluntarily assume any liability or settie any claim except at 

his own cost; or 


(b) interfere in any negotiations for settlement or in any legal 
| proceeding. 
(3) The insured shall, whenever requested by the Insurer, aid in 
| securing information and evidence and the attendar.ce of any 
| witness and shall co-operate with the Insurer, except in a 
pecuniary way, in the defence of any action or proceeding or in 
the prosecution of any appeal. 


Requirements Where Loss or Damage to Automobile 

6. (1) Where loss of or damage to the automobile occurs, the insured 

| shall, if the loss or damage is covered by this contract, 

(a) promptly give notice thereof in writing to the insurer with 

the fullest information obtainable at the time; 

{b) at the expense of the Insurer, and as far as reasonably 

possible, protect the automobile from further loss or 

damage; and 

{c) deliver to the Insurer within ninety days after the date of 
the loss or damage a statutory declaration stating, to the 
best of his knowledge and belief, the place, time, cause and 
amount of the loss or damage, the interest of the insured 
and of all others therein, the encumbrances thereon, all 
other insurance, whether valid or not, covering the auto- 
mobile and that the loss or damage did not occur through 
any wilful act or neglect, procurement, means or connivance 

| of the insured. 

| (2) Any further loss or damage accruing to the automobile directly 

| or indirectly from a failure to protect it as required under sub- 
condition 1 of this condition is not recoverable under this 
contract. 

| (3) No repairs, other than those that are immediately necessary for 

the protection of the automobile from further loss or damage, 

shall be undertaken and no physical evidence of the loss or 

damage shall be removed, 

(a) without the written consent of the Insurer; or 

(b) until the Insurer has had a reasonable time to make the 

examination for which provision is made in statutory condi- 

tion 5. 

















Examination of insured 

(4) The insured shall submit to examination under oath, and shall 
produce for examination at such reasonable place and time as 
is designated by the Insurer or its rep.esentative all documents 
in his possession or control that relate to the matters in ques- 
tion, and he shall permit extracts and copies thereof to be made. 




















Peurer Liable for Cash Value of Automobile 

(5) The Insurer shall not be liable for more than the actual cash 
value of the automobile at the time any loss or damage occurs, 
and the loss or damage shall be ascertained or estimated 
according to that actua! cash value with proper deduction for 
depreciation, however caused, and shali not exceed the amount 
that it would cost to repair or replace the automobile, or any 
part thereof, with material of like kind and quality, but, if any 
part of the automobile is obsolete and out of stock, the liability 
of the Insu:er in respect thereof sinall be limited to the value of 
that part at the time of loss or damage. not exceeding the 
maker's latest list price. 


epair or Replacement 
(6) Except where an appraisal has been made, the Insurer, instead 
of making payment, may, within a reasonable time, repair, 
rebuild or replace the property damaged or lost with other of 
like kind and quality if, within seven days after the receipt of 
the proof of loss, it gives written notice of its intention to do so. 


No Abandonment; Salvage 

(7) There shall be no abandonment of the automobile to the Insurer 
without the Insurer's consent. If the Insurer exercises the option 
to replace the automobile or pays the actual cash value of the 
automobile, the salvage, if any, snall vest in tne Insurer. 





n Case of Disagreement 

(8) in the event of disagreement as to the nature and extent of the 
repairs and replacements required, or as to their adequacy, 
if effected, or as to the amount payable in respect of any loss 
or damage, those questions shall be determined by appraisal as 
provided under The /nsurance Act before there can be recovery 
under this contract, whether the right to recover on the contract 
is disputed or not, and independently of all other questions. 
There shall be no right to an appraisal until a specific demand 
therefor is made in writing and unti! after proof of loss has 
been delivered. 
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inspection of Automobile 


5. The insured shall permit the Insurer at all reasonable times to 
inspect the automobile and its equipment. 


Time and Manner of Payment of Insurance Money 

6. (1) The Insurer shall pay the insurance money for which it is liable 
under this contract within sixty days after the proof of loss has 
been received by it or, where an appraisal is made under sub- 
condition 8 of statutory condition 4, within fifteen days after the 
award is rendered by the appraisers. 

When Action May be Brought 

(2) The insured shall not bring an action to recover the amount of 

a claim under this contract unless the requirements of statutory 
conditions 3 and 4 are complied with or until the amount of the 
loss has been ascertained as therein provided or by a judgment 
against the insured after trial of the issue or by agreement 
between the parties with the written consent of the Insurer. 


Limitation of Actions 
(3) Every action or proceeding against the Insurer under this con- 
tract in respect of loss or damage to the automobile shall be 
commenced within one year next after the happening of the 
loss and not afterwards, and in respect of loss or damage to 
persons or property shall be commenced within one year next 
after the cause of action arose and not afterwards. 


Who May Give Notice and Proefs of Claim 

7. Notice of claim may be given and proofs of claim may be made by 
the agent of the insured named in this contract in case of absence 
Or inability of the insured to give the notice or make the proof, such 
absence or inability being satisfactorily accounted for or, in the like 
case or if the insured refuses to do so, by @ person to whom any 
part of the insurance money is payable. 


Termination 
8. (1) This contract may be terminated, 

(a) by the Insurer giving to the insured fifteen days’ notice of 
termination by registered mail or five days’ written notice 
of termination personally delivered; 

(b) by the insured at any time on request. 

(2) Where this contract is terminated by the Insurer, 

(a) the Insurer shall refund the excess of premium actually paid 
by the insured over the pro rata premium for the expired 
time, but in no event shall the pro reta premium for the 
expired time be deemed to be less than any minimum 
retained premium specified; and 

(b) the refund shall accompany the notice unless the premium 
is subject to adjustment or determination as to the amount, 
in which case the refund shall be made as soon as prac- 
ticable. 

(3) Where this contract is terminated by the insured, the Insurer 
shall refund as soon as practicable the excess of premium 
actually paid by the insured over the short rate premium for 
the expired time, but in no event shal! the short rate premium 
for the expired time be deemed to be less than any minimum 
retained premium specified. 

(4) The refund may be made by money, postal or express company 
money order or cheque payable at par. 

(5) The fifteen days mentioned in clause a of subcondition 1 of this 
condition commences to run on the day following the receipt of 
the registered letter at the post office to which it is addressed. 


Notice 

9. Any written notice to the Insurer may be delivered at, or sent by 
registered mail to, the chief agency or head office of the Insurer in 
the Province. Written notice may be given to the insured named in 
this contract by letter personally delivered to him or by registered 
mail addressed to him at his latest post office address as notified 
to the Insurer. In this condition, the expression “registered’’ means 
registered in or outside Canada. 


— 
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AGREEMENT made this Gay of As Ds 


B BGT NGL sb Ne 


HER. MACE STYUTH ES OURENS Tis RIGHE OF 
THUEVPROVINCE OF ONTARIO: represented 
herein by the Minister of Pealth for 


the Province of Ontario, 


(hereinafter called “the Minaister"™) 


OF iki PLeot Pan? 


care Wo te gia) 


(hereinafter called “the Insurer) 


OF RF ol COuD -PAr. 


1978 
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WHEREAS section 35 of The Health Insurance Act, 1972 
(hereinafter referred to as "the Act") provides that where, 
as a result of the neg)igence or other wrongful act or 
omission of another, an insured person suffers personal 
injuries for which he receives insured services under the Act, 
the Plen is subrogated to any right of the insured person to 
recover the cost incurred for past insured services and the, 


cost that will probably be incurred for future insured services; 


AND WHEREAS section 40 of the Act provides that a 
liability insurer may pay to the Treasurer of Ontario any amount 
referable to a claim for recovery of the cost of insured 
services and such payment discharges the obligation of the 


liability insurer to pay that amount to the insured person; 


AND WHERFAS the Minister and the Insurer have 
estimatea that the total amount paid hy the Insurer to the 
Ontario Fealth Insurance Plan (hereinafter referred to as 
“the Plan") in each calendar year heretofore, in respect of 
claims made pursuant to the Plan's subrogated rights against 
persons insured by the Insurer uncer automobile liability 
policies, is approximately two (2) per cent of the gross 
automobile thire@ party liability premiums payable to the 
Insurer in such calendar year in respect of business 


trensactea in Ontario; 


ACCORDINGLY the Minister and the Insurer have 
agreed that, for the purpose of simplifying their 
administrative procedures and of reducing their acministra- 
tive costs, the collective subrogated claims of the Plan 
in respect of causes of action arising after the 30th 
day of November, 1978, will be settled in advance by payment 


by the Insurer on the basis hereinafter set out; 
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DEFINITIONS 


eeu 


“annual settlement amount” means‘the total amount payable 
by the Insurer in each calendar year, pursuant to 
section 3.1. 

“applicable percentasge” means, 

(a) for a calendar year for which the bodily injury 
factor does not exceed .95 or exceeds 1.05, the 
percentage set out opposite the bodily injury 
factor in tanle Ll; anc 

(b) for any other calendar year 2 per cent, subject 

to section 3.5. 

"bodily injury factor”, for a specific calendar year, 

means the ratio of the mean bodily injury ratio 

applicable to such year to the mean bodily injury ratio 

applicable to the calencar year 1979. 

"bodily injury ratio” for a fiscal policy year statistical 

period means the result obtained by dividing the Loss 

Cost per Car Insurec tor tne -said period, as set our 

under the heading "Bodily Injury Liability Loss 

Statistics” in the Green Book Exhibits, by the corres- 

ponding Loss Cost per Ca= Insured set out under the 

heading "Bodily Injury and Property Damage Liability 

Comhined" for the sare ceriod in the same Green Book 

EXnikxts. 

"cause of action" means the cuase of action of a person 

who is an insured person under the Act. 

"Green Book Exhibits" me2ns the "Trend or Loss Cost 

Exhibits, Third Partv Liability - Private Passenger 

Automobiles - Excluding Farmers" shown for Ontario in 

the publication of Automohile Insurance Fxperience 

compiled under the Superintendent of Insurance's 

Statistical Plan. 

"gross premiums” means the gross third party -liability 

premiums under policies of automobile insurance that 

become payable to the Insurer or any of its agents 
during a calendar year in respect of business transacted 


in Ontario, other than premiums in respect of re-insurance 


oh = 


ceded to the Insurer hy other insurers after deducting 
from such premiums, 

(a) cash value of dividends to policyholders; 

(b) premiums returned. 

"mean bodily injury ratio”, as applicable to a specific 
calendar year, means one-third of the sum of the bodily 
injury ratios for the fiscal policy year statistical 
periods ending on the 30th day of June in the lst, 2nd 
and 3rd years next preceding the said calendar year, as 
derived from the Green Book Exhihits compiled as of 
December 3lst of the calendar year next preceding the 
said calendar year. 

"reported gross premiums" means the gross premiums 
reported by the Insurer to the Superintendent of 
Insurance for Ontario pursuant to section 79 of The 
Insurance Act or any amendments thereto. 

All references in this Agreement to data derived from the 
Green Book Exhibits will be construed to refer only to 


Gata in respect of the Province of Ontario. 


SETUTLEMEnT” PAYMENTS 


Syl 


(1) For eacn calendar year, the Insurer will pay to the 
Plan an amount equal to the applicable percentage 
of the Insvrer"’s gross premiums for that year. 

(2) Notwithstanding subsection (1), for the calendar 
year 1979 the Insurer will pay to the Plan an amount 
equal to five-sixths of the applicable percentage 


of the Insurer's gross premiums for that year. 


In determining the amount payable under section 3.1 
every premium that by the terms of the policy or renewal 
thereof becomes payable in respect of insurance of a 
person resident or property situate in Ontario at the 


time such premi:im becomes payable whether or not, 


(a) such premium is earned wholly or partly in Ontario, 
(b) the business in respect of the policy is transacted 
wholly or partly in Ontario, or 


(c) the payment of such premiums is made wholly cr 
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partly in Ontario, 


shall be deemed to be a premium pavable in respect of 


business transacted in Ontario. 


The Insurer will make the payments referred to in 


section 3.1 in the following manner: 


(1) 


(2) 


(3) 


On or before the last day of each calendar month 

commencing with the last.day of March, 1979, the 

Insurer will pay an instalment equal to one-twelith 

of the product of 2 per cent and 

(a) in the case of a payment due on the last day of 
January or February, the Insurer's reported 
gross premiums for the second calendar year 
next preceding the calendar year in which the 
payment is reguired to be made; and 

(b) in the case of a payment due on the last day of 
any other month, the Insurer's reported gross 
Premiums for the calendar year next preceding 
the calendar year in which the payment is 
reguired to be made. 

Where the aggregate of the amounts paid by the 

insurer pursuant to subsection (i) for a calendar 

year is less or greater than the product of the 

Insurer's reported gross premiums for such 

calendar year and the correct applicahle per- 

centage for such calendar year, the Insurer will 

pay the deficiency or the Minister will refund 

refund the excess of payment, as the case may 

be, on or before the 3lst day of March in the 

year next following such calendar year 

(hereinafter called "the date of adjustment"). 

Where, subsequent to the date of adjustment, it 

is ascertained that the Insurer's actual gross 


premiums were less or greater than the reported 


gross premiums, the Insurer will forthwith pay 
the resulting balance owing or the IMinister will 


forthwith refund the resulting excess of amounts 


Ltd bret 
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fie: 
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paid, as the case may be. 


Where all or any part of an amount required to be 
paid hy subsection (1) of section 3.3 is not paid 

on or before the date prescribed therein, the 
Insurer will pay interest on the unpaid amount 

from the prescribed date to the date of payment or 
to the date of adjustment, syhichever is earlier, 

at the rate providea 1or in SuDSeCction 27°05 

section 149 of The Corporations Tax Act, 1972, or 
any amendments thereto. 

Any amounts payable by the Insurer or by the 
Minister under this Agreement (including any amounts 
payable by way of interest) which have not been paid 
on or fFefore the cate of acjustment will be paid 
with interest from the date of adjustment to the 


date of payment, at the rate provided for 


(a) in the case of payment by the Insurer, in 
subsection 2 of section 149 of The 
Corporations Tax Act, 972, or any 


amenecments thereto; and 


(b) in the case of payment by the Minister, in 
subsection 3 of section 152 of The 
Corporations Tax Act, 1972, or any 


amendments thereto. 


3.5 The applicahle percentage for any calendar year in 


which 


(a) 


(b) 


the tax rate prescribed in clause (b) of 
subsection 1 of section 143 of The Corporations 
Tax Act, 1972, or any amendments thereto is 
greater or less than 3 ner cent; or 

the Insurer is, by virtue of subsection 4 of the 
said section 143, not required to pay the 


premium tax, 
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indicated in section 2.2 and the fraction ae ut 
T being the aggregate of the products of each 
different tax rate in effect at any time during 
such year and the proportion of the part of the 
calendar year during which such rate was in effect 


to the whole vear. 


For the purposes of section 3.5, the tax rate in 
effect during any period when the said section 143 
provided that the Insurer was not required to pay 


the premium tax will be deemed to he 9 per cent. 


PAYMENT DISCHARGES OBLIGATION 


4.1 


Payment by the Insurer of the annual settlement 
amount under section 3.1 discharges the Insurer's 
obligations in respect of causes of action 
arising up to the last day of the ninth month of 
the calendar year to which the annual settlement 
amount is related, (for example, payment of the 
annual settlement amount for the calendar year 
1980 discharges the Insurer's okligations in 
respect of causes of action arising to the 


30th day of September, 1989). 


Notwithstanding section 4.1, nothing in this 
Agreement affects the Plan's rights in respect 
of any cause of action arising before the 


lst day of December, 1978. 
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4.3 Nothing in this Agreement affects any cause of action 


other than a cause of action arising 


a). after the 30th day of November, 1978,. and 

b) out of the ownership, use or operation of an 
automobile which was, on the date the cause 
of action arose, the subject of a permit 
issued under subsection 3 of section 6 of The 


Highway Traffic Act or any amendment thereto, 


and then only to the extent that the loss or damage 
giving rise to the cause of action is insured 


against by the Insurer. 


AUDIT 


Sot The Superintendent of Insurance, the Deputy 
Superintendent of Insurance, a duly qualified 
member of his staff, or other auditor designated by 
the Minister may inspect, examine and audit the 
books, "accounts, reports, ‘records ‘and'‘other 
documents, wherever situate, of the Insurer for 
the purpose of ascertaining, establishing or 
verifying the amount of the Insurer's gross 


premiums. 


Sea The Superintendent of Insurance, the Deputy 
Superintendent of Insurance, a duly aualified 
member of his staff, or other auditor 
designated by the Minister may cause abstracts 
to be prepared of the hooks, accounts, reports, 
records or other documents examined under 
section 5.1 relating to the Insurer and to 
the subject matter of the insp-«ction, 


examination or audit. 


WO = 


TERMINATION 


6.1 


This Agreement shall remain in full force and 
effect until the 3lst day of December, 1980, 
and thereafter until terminated in accordance 


with sections 6.2 or 6.3 but not otherwise. 


The Insurer may terminate this Agreement as 
of the 3lst day of December in any year after 
1979 by giving at least one year's notice in 


writing to that effect to the Minister. 


The Minister may terminate this Agreement as 
of the 3lst day of December in any year after 
1979 by giving at least one year's notice in 


wrooting.tosethateffect, to the Insure: 


In the event of any termination, then subject 
to section 4.1 the Plan may exercise its 
subrogated right as though this Agreement 


had not heen entered into. 


Any rights and obligations of the Minister 
and the Insurer not enforced or discharged 
as of the date of any termination may be 
enforced and shall be discharged as though 
there had been no termination, and in 
particular and without restricting the 
generality of the foregoing, sections 5.1 


and 5.2 continue to apply. 


NOTICES 
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Every notice provided for or permitted hy this 
Agreement shall be in writing and delivered to 
or sent by registered mail to the party to whom 


Lo 1S, .toO bengiven at: 


(aje in-theecase of aunotice tosthe Minister: 


Subrogation Division 

Ontario Health Insurance Plan 
SEC LOOT 

7 Overlea Blvd. 

Tororto,? On taro 

M4H 1A9 


(by) sane thecase of alinotice to the Insurer: 


Theprincipa. Office tor place tof 

business of the Insurer in Ontario; 
or such other address as the party to he notified 
may from time to time advise the other party in 


writing. 


Notice sent by registered mail shall be deemed 
to have been received on the seventh day after 


the day of mailing, unless received sooner. 


AMENDMENTS 


This Agreement may not be altered, amended or 
Otherwise varied except by a subsequent 
written agreement of equal formality executed 


by the parties hereto. 
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os 2 It is agreed that this Agreement embodies 
the entire agreement of the parties hereto 
with regard to the matters dealt with 
herein; and that no understanding or 
agreements,verbal or otherwise, exist 
between the parties except as herein 


expressly set out. 


SUCCESSORS AND ASSIGNS 


FOL This Agreement shall enure to the benefit 
of and be binding upon the respective 


successors and assigns of the parties hereto. 


VALUDLT CID hoe RelA lIOR 


lee: Should any provision or provisions of this 
Agreement be illegal or unenforceable, ae 
or they shall be considered separate and 
severable from the Agreement and its 
remaining provisions shall remain in force 
and be binding upon the parties hereto 
as though the said provision or provisions 


had never been included. 


Liz The validity and interpretation of this 
Agreement, and of each clause and 
part thereof, shall be governed by the 


law of the Province of Ontario. 


vs 1 FE OR 


Over 17325 


Over Pel S.hutenot un 
excess of 1.25 


Over 1705 bit noe ein 
excess of 1.25 


Over, £5 but not -7n 
excess, of .95 


Over .J/5,.5uU ti not oh 
excess of .85 


-15 OF wnder 
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syst sew: 


FSECENTC AGE 


Such percentage as the 
parties hereto shall 
hereinafter agree to 


2.4 
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Such percentage as the 
parties hereto shall 
hereinafter agree to 


~ Joe = 


IN WITNESS WHEREOF the Minister has hereunto set 
his hand and seal, and the Insurer has hereto affixed its 
corporate seal attested by the hands of its duly authorized 
officers, this day of ple rB 


SIGNED, SEALED AND DFLIVERED HER MAJESTY THE QUEEN in 


in the presence of Right of the Province of 


Ontario, as represented by 





(as to the signature of the 
Minister of Health for the 


Minister) Province of Ontario 


780 


DATED? 1578 


HER MAJESTY ‘MIE QUEEN in 
Right of the Province of 
Ontario 


- and - 
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APPENDIX XII 


August 25, 1983 


CLASSIFICATION BY AGE, SEX AND MARITAL 
STATUS FOR AUTOMOBILE INSURANCE RATES 


An opinion prepared for the Insurance Bureau of Canada 


Peter W. Hogg, Q.C., 
Professor of Law, 
Osgoode Hall Law School, 
York University, 
Toronto. 
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August 25, 1933 


CLASSIFICATION BY AGE, SEX AND MARITAL 
STATUS FOR AUTOMOBILE INSURANCE RATES 


The opinion requested 


I am asked for my opinion on the question whether the 
Canadian Charter of Rights and Freedoms prohibits the use by 
insurance companies of age, sex and marital status as factors in 
fixing the rates for automobile insurance. I am asked to assume 
that s.15 of the Charter (the equality clause) is in force, so that 
the opinion looks ahead to the position on April 17, 1985, when 
s.15 comes into force. It will be recalled that the Charter came 
into force on April 17,1982. but that the operation of s-louwas 
postponed for three years to provide time for the various govern- 
ments to make whatever changes were necessary to bring their laws 
into compliance with s.15. In other words, the question for my 
opinion is: do automobile insurers have to abandon age, sex and 


marital status as rating criteria by April 17, 1985? 


My conclusions are summarized at the end of this opinion, 
but for convenience I reproduce them here as well. In my opinion, 


after April 17, 1985: 


1. The use of age as a rating factor for 
automobile insurance will not contravene 
the, Charter. 


- (3) — 


The use of marital status will probably not 
contravene the Charter. 


The use of sex will contravene the Charter. 


In provinces where rates are set by private 

insurance companies, and are not subject to 

any form of government approval, the Charter 
does not apply to those rates at all: even 

sex can be used as a rating factor for those 
rates in those provinces. 
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The facts 


I understand that the use by the automobile insurance 
industry in Ontario and most other jurisdictions of age, sex and 
marital status as rating factors is based on the claims experience 
of the industry. That experience shows that persons under 25 have 
on average more accidents than persons over 25, that males under 
25 have more accidents than females under 25, and that single males 


under 25 have more accidents than married males under 25. 


The theory underlying automobile insurance (like other 
kinds of insurance) is that each insured should pay a premium which 
reflects an assessment of the amount of risk which that insured 
imposes on the system. In making that assessment, the industry 
tries to identify groups (or cells) of insureds who present similar 
risks to the system. The objective is to fix the premium for each 
member of a group at a rate which, when pooled with all the premiums 
of the other members of the group, will fully pay the cost of 
insuring that group. The cost consists of the claims, the 
administrative expenses and a profit. The idea is that no one 


group should subsidize any other group. 


The process of classification which yields the various 
groups of policyholders is hampered by incomplete information about 
all the drivers of insured vehicles. It is possible that more 
abundant information would lead to quite different classifications, 


but some kinds of information which might indicate accident-pronenes 


= SF 


are controversial or entail invasions of privacy or would be costly 
to collect. Accordingly, the industry classifies on the basis of a 
number of objective factors which can be readily ascertained and 


which its previous claims experience shows have predictive value. 


As noted earlier, three of those factors are age, sex and marital 
| 


| 
| 


status. 


| 
| 


I understand that the industry could abandon the factors 
lof age, sex and marital status, and rely instead upon other more 
Personal factors, such as driving experience, miles driven, pattern 
of use, convictions, and previous claims. But many of these factors 
are already employed in addition to age, sex and marital status. 

mince age, sex and marital status do have independent predictive value, the 
abandonment of those factors would lead to subsidization of the 


insurance costs of drivers now assessed most heavily. In other 


words, the premiums for young single males, which would fall sub- 

















stantially, would no longer cover the cost of supplying their 
insurance, which would generate losses for the carrier; and the 
premiums for older persons, which would have to rise, would generate 
excessive profits for the carrier. This kind of cross-subsidization 
is resisted by the industry as contrary to sound insurance principles 
and as giving rise to a variety of fairly serious problems. The 
effects of eliminating age, sex and marital status are analyzed in 
Rea and Trebilcock, "Rate Determination in the Automobile Industry 

in Ontario: the use of Age, Sex and Marital Status as Rating 
Variables'' (a study commissioned by the Insurance Bureau of Canada, 


BoB) 


— /88 = 


This opinion proceeds from the premise that age, sex and 


marital status are factors which have been selected by the insuran 





industry as rating variables, not by reason of any prejudice again 
youth or the male sex or the unmarried state but in accordance wil 
insurance principles which are widely accepted within the industry 
The question is: do those principles have to be modified to confo 


to the values now contained in the Charter of Rights? 
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Governmental participation in rate-fixing 


The Charter does not apply to the activities of private 


| individuals, corporations or organizations. By virtue of s.32(1), 








| the Charter applies only to "the Parliament and government of 
_Canada" and to "the legislature and government of each province". 
| The Charter operates as a limitation on the activities of legislative 


bodies, government officials and other public bodies which derive 








their powers from statute or regulation. The Charter does not 
operate as a limitation on private activity. A private employer, 
landlord or insurance company can discriminate as he, she or it 
pleases without committing a breach of the Charter. (The inappli- 
cability of the Charter to private activity has not yet Neen 
judicially decided, and is not accepted by some lawyers, but in 
my opinion it is the correct interpretation of s.32(1): see Hogg, 
Seanada Act 1982 Annotated (1982), 76-77; Tarnopolsky and Beaudoin, 


The Canadian Charter of Rights and Freedoms: Commentary (1982), 
44-49, where the point is more fully developed.) 


In this respect, the Charter is unlike the Human Rights Codes 






































which have been enacted in every Canadian jurisdiction, and which do 
prohibit various forms of discrimination by private individuals, cor- 
porations or organizations in their capacity as employers, landlords and 
suppliers of goods, services and facilities. This opinion is not concerned 
with the question whether the insurance industry's rating criteria are 


in breach of provincial Human Rights Codes because that question 
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is separate and independent from the question whether the insurance 
industry's rating criteria are in breach of the Charter. This 


opinion is concerned only with the latter question. 


It is clear that an insurance company writing automobile 
insurance in a province in which there is no governmental partici- 
pation in rate-fixing is free of the Charter. But it is not clear 
what degree of governmental mere ipeeton would be regarded by the 
courts as the action of "the legislature" or "government" of a 
province (the terms used in s.32(1)) causing the Charter to become 
applicable. I have not researched the regulatory environment in 
which the automobile industry operates in each province. But I 
have been supplied with information by the Insurance Bureau of 
Canada, and I am relying on that information for the opinions 
expressed in the next few paragraphs. The situation is sc complex 
that it is possible that I have made some mistakes of detail. How- 
ever, I describe the situation as I understand it in order to bring 
out the governing principles of law. If the situation in a particular 
province is not exactly as I have described it, it should be relatively 
easy to discern the governing principles of law from the following 


account and apply them to the correct situation. 


The fact that automobile insurance is compulsory in all 
provinces, and must be available to everyone however poor a risk, 
has obviously been a major factor in creating a high degree of 
governmental intervention in the industry. In particular, in those 


provinces where the Facility Association covers the "residual market” 
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for high risk drivers who cannot be placed privately, I understand 
that some form of government approval of rates in the residual 
market is required by statute or regulation. I am instructed that 
this is the situation in Prince Edward Island, Nova Scotia, New 
Brunswick, Ontario and Alberta. For reasons elaborated below, in 
my opinion, such a requirement in a statute or regulation would 
constitute action by "the legislature" or "government" of each 
province which would make the Charter applicable to rates in the 
residual market. A purely cooperative pooling of the high risks 
of the residual market, one which was not mandated by provincial 
law, would not by itself make the Charter applicable to rates in 
the residual market. I am instructed that this is the situation 


in Newfoundland, Quebec and the two Territories. 


In three provinces, namely, Manitoba, Saskatchewan and 
British Columbia, all mandatory automobile insurance, including 
high risks, is written by a provincial Crown corporation. Private 
insurers are thus virtually excluded from these provinces, although 
private insurers can supply extended coverage (insurance above the 
mandatory limits of coverage or insurance against the deductible). 
In Quebec, the mandatory insurance is split between the provincial 
Crown corporation, which covers bodily injury, and private insurers, 
which cover physical damage. Private insurers can also supply 


extended coverage for bodily injury. 


The rates that are set by a provincial Crown corporation 


would for that reason alone almost certainly be subject to the 
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Charter: see Hogg, Canada Act 1982 Annotated (1982), 77; 
Tarnopolsky and Beaudoin, Canadian Charter of Rights and Freedoms: 
Commentary (1982), 53-54. As well, I am instructed that in each 
of the four public-sector provinces the rates which are set by the 
Crown corporation are also approved by an official or board estab- 
lished by statute. For reasons elaborated later in this opinion, 
that approval is a second reason why the Crown corporation's rates 
would be subject to the Charter. In short, there can be no doubt 
that in each of the four public-sector provinces the Crown corpora- 
tion's rates have been fixed by action of "the legislature" or 
"sovernment" of the province (as required by s.32 of the Charter) 


and that the Charter is applicable to those rates. 


I am instructed that in each of the four public-sector 
provinces (Manitoba, Saskatchewan, British Columbia and Quebec) 
the premiums charged by private insurers are not regulated. In 
Manitoba, Saskatchewan and British Columbia, private insurers can 
only offer extended coverage, and so it is the rates for privately- 
supplied extended coverage that are unregulated. In Quebec, private 
insurers can write not only extended coverage but also insurance 
against physical damage (the Crown corporation covers only bodily 
injury). These private rates are unregulated. In Quebec, as 
related earlier, there is also no regulation of rates in the high- 
risk private-sector residual market. In short, private-sector 


rates in the four public-sector provinces are not regulated. 
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In three of the private-sector provinces, namely, Alberta, 
Newfoundland and New Brunswick, rates of automobile insurance are 
subject to the prior approval of a rate review board established 
by statute. If the statutory board actually fixed the rates itself, 
it is clear that this would constitute action by "the legislature" 
or "government" of the province so as to make the Charter applicable. 
In my opinion, the courts would hold that prior approval of rates by 
the statutory board is no different in law from direct rate-fixing 
by the statutory board. I conclude, therefore,that the requirement 
of prior approval constitutes action by "the legislature” or "govern- 
ment" of the province so as to make the Charter applicable to all 


rates which are subject to the prior-approval systen. 


In one province, namely, Nova Scotia, there is a "file-and- 
use" system, under which rates are effective without prior official 
approval, but the rates must be filed with a rate review board which 
has the power of disallowance or variation. (Ontario has had a 
similar system in the statute book for many years, but it has never 
been proclaimed into force.) The file-and-use system in place in 
Nova Scotia must be distinguished from a "courtesy filing" in which 
the filing is made for information purposes only and the recipient 
board or official possesses no power of disallowance or variation. 
In my opinion, a court would regard the file-and-use system (under 
which a government board possesses the power of disallowance or 
Variation) as no different for constitution. pu-poses than the prior- 


approval systems. Once again, there is action by "the legislature" 
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or "government" so as to make the Charter applicable to the rates 


subject to the file-and-use system. 


The provinces of Ontario and Prince Edward Island and the 
two territories remain to be considered. They have a private auto- 
mobile industry, and have neither prior-approval nor file-and-use 
systems in place. They are in the same situation as the private- 
sector portion of the market in Quebec (physical damage) and in 
Manitoba, Saskatchewan and British Columbia (extended coverage), 
where there is also neither prior-approval nor file-and-use systems 
in place. In my opinion, where premium rates are set by private 
insurers, and are not regulated under either a prior-approval or 
a file-and-use system, the rating practices of the industry are not 


subject to the Charter. 


My conclusion that unregulated private-sector rates are not 
subject to the Charter is not free of doubt. In every province 
automobile insurance (apart from extended coverage) is required by 
law to be held by all owners of motor vehicles. In every province 
private insurers are required by law to be licensed to carry auto- 
mobile insurance. In every province there is a requirement of law 
of prior approval by the Superintendent of Insurance of the forms 
of all policies and endorsements used by the private insurers (which 
forms do not however disclose rating practices or amounts of premiums) 
In every province private insurers are subject to the supervision of 
the Superintendent of Insurance who is under an obligation to see 


that all laws are enforced. In Ontario (and probably elsewhere) 
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ose laws include a prohibition of "unfair" discrimination in 
Bates and "unfair" practices generally (Insurance Act, R.S.O. 1980, 
c.218, ss.393, 394). The Superintendent of Insurance in Ontario 
certainly scrutinizes the classifications employed by insurers, 


and has, for example, insisted upon the abolition of the 04 classi- 


fication (unmarried males aged 25 to 29) and the discontinuance of 


discrimination against elderly drivers - in rates as well as other 


| 
practices. Thus, even in the provinces that do not approve rates, 


|| 
ii 


| 

the regulatory regime is extensive and will impact upon some rating 
practices. It is possible that a court would accept the argument 
that the regulation of the automobile insurance industry is so 
pervasive that it sweeps all industry practices, including rating 


practices, into the Charter. But I think that the more reasonable 


conclusion is otherwise. Where rates have been set privately, in 




















response to the play of market forces, and without intervention by 












government, it seems to me that there is no action by "the legis- 
ature" or the "government" of the province, and therefore, by 


virtue of s.32, the Charter does not apply. 


The American case-law supports this conclusion. There is 


© precise equivalent of s.32 in the American Bill of Rights. But 


he cases establish that "state action" is required to make the Bill 


if Rights applicable. The mere fact that an industry is licensed 


nd regulated by the state does not supply sufficient state action to 





ubject the practices of the industry to the Bil] of Rights, unless a 
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state board or official has approved the very practice in issue, or 
unless government involvement is so pervasive that the industry and 
the government are in a "symbiotic relationship": see Moose Lodge 
Number 107 v. Irvis (1972) 407 U.S. 163 (private club could discrimi- 
nate despite its possession of state liquor licence); Columbia Broad- 
casting System v. Democratic National Committee (1973) 412 U.S. 94 
(television station could refuse editorial advertising despite govern- 
mental regulation of television industry); Jackson v. Metropolitan 
Edison Co. (1974) 419 U.S. 345 (electric company could deny a hearing 
to terminated customer despite its possession of a state-granted 
monopoly and government regulation which however did not extend to 

_ the termination practices of the company); and see generally Nowak, 
Rotunda, Young, Constitutional Law (1978), 464-468. I conclude that 
automobile insurance rates which have not been set by a Crown corpora- 
tion, and have not been approved by government, are not covered by the 


Charter. 


My conclusions as to the application of the Charter to the 


rate-fixing practices of the automobile industry are as follows: 


1. The Charter applies to rates set by Crown 
corporations (Manitoba, Saskatchewan, British 
Columbia, Quebec-bodily injury). 


2. The Charter applies to rates which are 
regulated, either by a prior-approval system 
(Newfoundland, New Brunswick, Alberta) or 
by a file-and-use system (Nova Scotia). 


3. The Charter does not apply to rates set by 
private insurers which are not subject to 
government approval (whether prior-approval 
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or file-and-use) (Prince Edward Island, 
Quebec - physical damage, Ontario, the 
Territories). 


The high-risk residual market is governed 
by the previous three rules. The Charter 
applies to rates in the residual market 
where they are set by a Crown corporation 
(Manitoba, Saskatchewan, British Columbia), 
or where they are subject to government 
regulation (Prince Edward Island, Nova 
Scotia, New Brunswick, Ontario, Alberta), 
but not where the rates are set privately 
and are not subject to government regula- 
tion (Newfoundland, Quebec, the two 
Territories). 


eo 


Quebec's override of Charter 


Section 33 of the Charter permits the federal Parliament 
or a provincial Legislature to insert in a statute a clause declari 
that the statute is to operate notwithstanding s.2 or ss./ to 15 of 
the Charter. When this is done, the statute overrides the Charter 
instead of vice versa. By the use of s.33, s.15 of the Charter cot 
be overridden - and s.15 is the provision which prohibits discrimir 
tion generally. However, s.28 of the Charter cannot be overridden 
and s.28 is the provision which (at least in concert with s.15) 
prohibits discrimination on the basis of sex. So the use of the 
override power probably does not solve the problem of discriminati 
by sex. In the succeeding sections of this opinion I conclude cha 
the use of age and marital status by the automobile industry do no 
contravene the Charter anyway, but the use of sex probably does. 


I mention s.33 in passing, not because it is likely to be 


2 
; 


used much, but because it has been used by Quebec with respect to- 
all of Quebec's statutes. This has been done by Bill 62, See 
June 23, 1982, entitled "An Act Respecting the Constitution Act, | 
1982", I982-LeQi P*c 5212! eThetvalidity*of *'thiscuse of s.33 has beam 
challenged, but at first instance Bill 62 has been upheld me 
an 
de Professeurs de Montréal v. A.-G. Que., Que. S.C., April 27, 198 
not yet reported). If Bill 62 is indeed valid, and if it has not 
been repealed by April 17, 1985 (when s.15 of the Charter comes 


into force in the other provinces), then s.15 of the Charter will 


not apply in Quebec. The public-sector automobile insurance rates 
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(for bodily injury) would not be subject to s.15, but they probably 
still could not classify by sex because of s.28. The private-sector 
automobile insurance rates (for physical damage) are not subject to 

the Charter anyway, if I am right in the previous section of this paper 


(p. 13, above). 


I conclude that s.33 is not an important consideration for 


this opinion, even in Quebec. 


- 800 - 


Introduction 


In those provinces in which the Charter applies to the 
automobiie insurance industry in its rete-fixing practices (p.13, above), 
it is necessary to consider each of the three factors which have 
been suggested as offensive to the Charter. This section of 
the opinion will deal with age, the next section will deal with 


marital status, and the next section will deal with sex. 


Section 15 
Section 15 of the Charter provides as follows: 


15.(1) Every individual is equal before and 
under the law and has the right to the 
equal protection and equal benefit of 
the law without discrimination and, in 
particular, without discrimination based 
on race, national or ethnic origin, 
colour, religion, sex, age or mental 
or physical disability. 


(2) Subsection (1) does not preclude any law, 
program or activity that has as its object 
the amelioration of conditions of dis- 
advantaged individuals or groups includ- 
ing those that are disadvantaged because 
of race, national or ethnic origin, colour, 
religion, sex, age or mental or physical 
disability. 


It will be observed that subsection (1) expressly prohibits "dis- 
crimination based on ... age’. Subsection (2) permits "affirmative 
action’ programs which make use of the prohibited factors, but this 


is not relevant to automobile insurance. 
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Section 1] 


The equality rights guaranteed by s.15 are not absolutes. 
Like other rights in the Charter, they are subject to s.1, which 


provides as follows: 


l. The Canadian Charter of Rights and Freedoms 
guarantees the rights and freedoms set out 
in it subject only to such reasonable limits 
prescribed by law as can be demonstrably 
justified in a free and democratic society. 


The effect of s.1 is that classification by age is not a breach of 
the Charter if the classification is "reasonable", is "prescribed 
by law", and "can be demonstrably justified in a free and democratic 


society’. 


Burden of proof 

The cases decided so far under the Charter have held 
(correctly, in my view) that the burden of persuading the court 
that the elements of s.1 have been satisfied rests on the party 
seeking to uphold the challenged law or practice: see Quebec 
Association of Protestant School Boards v. A.-G. Que. (1982) 140 
D.L.R. (3d) 33, 57-59 (Que. S.C.); Re Skapinker (1983) 49 O.R. 
(2d) 481, 487 (Ont. C.A.); Re Southam Inc. and the Queen (No. 1) 
(1983) 47 O:R. (Cd) 113, 124-125 (Ont. C.A.). In our context, this 
means that the insurance industry will carry the burden of satisfying 
the court that its use of age (and sex and marital status) as a ratin 
factor is "reasonable", is "prescribed by law", and "can be demon- 


strably justified in a free and democratic society". 
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Prescribed by law 


The requirement of s.1] that the challenged classification 
be "prescribed by law" is an initial difficulty. The rating classi- 
fications which are in issue are not contained in a statute or even 
in a regulation. In Canada Act 1982 Annotated (1982), 11, I 


suggested that: 


In the context of s.1, it seems plausible to 
insist that law be enacted by the federal 
Parliament or provincial Legislature so that 
the claimed restriction [on a guaranteed right] 
is the deliberate product of an open parlia- 
mentary process. However, the French version 
which uses the word "droit" (as opposed to 
"loi'') suggests a broader meaning. 


However, the courts have not accepted this narrow meaning of "law", ang 
there are dicta to the effect that a limitation would be"prescribed by 
law'not only if it were contained in a statute, but also if it were 
contained in a regulation: Federal Republic of Germany v. Rauca 
(19829 360 0.R. (2d) 7055/1 62(Ont. Hb )s,) OntueFd mvandiviceo 
Appreciation Society v. Ont. Bd. of Censors (1983) not yet reported 
(Ont. Div. Ct.): or in the common law: Federal Republic of Germany 

V. Rauca (1982) 38..0,Rs.{20)0705.2716. (Onta, H.C, is, Tarnopolsky and 


Beaudoin, The Canadian Charter of Rights and Freedoms: Commentary 
(1982), 62; Manning, Rights, Freedoms and the Courts (1983), 147. 


It is probably safe to assume that the courts will continue 
to give a broad meaning to "law" in "prescribed by law". Probably, 


therefore, the prior approval of insurance rates by a statutory board 
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or official, which applies in the public-sector provinces (see p.9, 
Bove) and in three of the private-sector provinces (see p.10, above), 
Rould suffice to make the approved rates 'prescribed by law". 
Probably, also,the file-and-use system, under which rates are subject 
ito disallowance by a statutory board or official, which applies in 
‘one private-sector province (see p.10, above), would suffice to make 

| 


the filed rates "prescribed by law". 


In those provinces where there is no regulation of rates 
| (neither prior-approval nor file-and-use), I have already given as 
| my opinion that the Charter has no application (Spe lio, above eeso 
| it is not necessary to justify industry practices in those provinces 
under s.l. The question whether insurance rates in those provinces 


are "prescribed by law'' (they probably are not) is accordingly 


irrelevant. 
































I conclude that s.1l's requirement that discrimination be 





"prescribed by law'' is probably satisfied in those provinces with 
prior-approval or file-and-use review systems. In those provinces 


where the industry is still privately owned, and where rates are 





not subject to any form of government approval, the Charter does 
not apply and the question whether the rates are "prescribed by 


law’ “does not arise. 
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Reasonable limit that can be demonstrably 
justified in a free and democratic society 


Section 1's requirement that a limitation on a fundamental 
freedom be "reasonable" is hard to deal with separately from the 
requirement that the limitation "can be demonstrably justified in 
a free and democratic society". These two requirements call for an- 
evaluation of the purpose of a challenged classification, and, if 
the purpose is legitimate, an evaluation of the justification for 
the classification as a means of achieving that purpose: see 


generally Hogg, Canada Act 1982 Annotated (1982), 10; Tarnopolsky and 


Beaudoin, The Canadian Charter of Rights and Freedoms: Commentary 
(1982), 62-68; cases cited in Canadian Charter of Rights Annotated 


(Canada Law Book loose-leaf service) under s.1l. 


It should not be difficult for the insurance industry to 
discharge the burden of establishing the legitimacy of the purpose 
for which age (as well as sex and marital status) is employed as a 
factor. This involves explaining the insurance principles of pooling 
similar risks so that each insured pays no more and no less than the 


cost of the risk which he or she imposes on the system. 


It should also not be difficult for the insurance industry 
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to discharge the burden of establishing that age is a factor which 
it is reasonable to use in classifying risks, and that the use of 


age can be demonstrably justified in a free and democratic society. 
) 


In my opinion, if it can be established that younger drivers as a 


class do have a higher risk of accidents than older drivers the 





court would regard the use of age as satisfactorily justified within 
Phe meaning of s.l. The industry's claims experience should by 

itself go a long way to provide the necessary justification. How- 
ever, the industry would also need to show that age cannot easily be 
replaced by a non-prohibited criterion of classification, for example, 
length of driving experience. It will be necessary to develop evidence 
to the effect that younger drivers are not only less experienced than 
older drivers, but are less cautious: more inclined to speed, more 


inclined to take other risks, more inclined to take alcohol or drugs, 








‘and so on. Evidence of this kind will be necessary to satisfy the 





court that the industry is accurately interpreting its claims exper- 
‘dence as related to age rather than to some other factor. But I 
point out that the basic proposition that young people are less 
cautious than older people is inherently plausible, and is likely 


to be accepted by a court. 


= 806 = 


Canadian case-law 


No Canadian court has yet ruled on any age-classification 
under the Charter, and of course no court will have occasion to do 
so until April 17, 1985, when 5.15 comes into force. But the Supreme 
Court of Canada has considered a challenge to an age-classification 
made under the equality clause of the Canadian Bill of Rights. In 
R. v. Burnshine [1975] 1 S.C.R. 693 the Court upheld a power in a 
federal statute which enabled offenders under 22 to be sentenced to — 
indeterminate sentences in special correctional institutions. The 
effect of the law was that a person under 22 was liable to a longer 
Sentence than a person over 22 for exactly the same offence. Martland 
J. for the majority of the Court held that the classification by age 
should be sustained because it pursued a "valid federal objective". 
Ritchie J. in a separate concurring opinion added that the age- 
classification should be sustained because it was "designed for the 
benefit of the individuals concerned so that they may be afforded 
the opportunity to play a useful and profitable role in society and 
to avoid the risk of maturing into hardened criminals". The issue 
in Burnshine was not quite the same as the issue under the Charter, 
because of the different language and status of the Canadian Bill 
of Rights. But the case suggests a readiness by the Court to accept 


age-classifications which pursue an intelligible purpose. 
United States’ case-law 


In the United States it has also been held that longer (but 


rehabilitative) sentences for young offenders are not in breach of the 


} 
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due process or equal protection guarantees of the United States 
constitution: Cunningham v. United States (1958) 256 F. 2d 467 


fleSeG.ns. oth Cir. ): Carter v. United States (1962) 306 F, 2d 


#283 (U.S.C.A., D.C. Cir.). 


Generally speaking, classification by age has been accepted 


by the Supreme Court of the United States to be in compliance with 


the equal protection clause of the fourteenth amendment so long as 


there is a "rational basis" for the classification. Thus, in Massa- 


-chusetts Board of Retirement v. Murgia (1976) 427 U.S. 307 the Court 


upheld a state law requiring police officers to retire at age 50. 
State law also required annual medical examinations for police officers 


between 40 and 50, and it was conceded that the plaintiff officer (who 


had been retired at 50) had consistently passed these examinations, 


was in excellent physical and mental health, and was fully capable of 


continuing to perform his duties as a police officer. Nonetheless, the 


Court held that the compulsory retirement at age 50 satisfied the 


rational basis test. The Court said (at pp.314-315): 


Through mandatory retirement at age 50, the 
legislature seeks to protect the public by 
assuring the physical preparedness of its 
uniformed police. Since physical ability 
generally declines with age, mandatory 
requirement at 50 serves to remove from 
police service those whose fitness for 
uniformed work presumptively has diminished 
with age. This clearly is rationally 
related to the State's objective. 


The Court in Murgia refused to accept that age was a "Suspect category’ 


inviting "strict scrutiny", as it has held with respect to race and 


= 805 - 


national origin. (A similarly strict scrutiny is applied where 
fundamental constitutionally-protected rights have been denied: 

see Carey v. Population Services Internatidnal (1977) 431 U.S. 678 
(prohibition on sale of contraceptives to children under 16 held 
unconstitutional); but this exception is not relevant for present 
purposes.) The Court, in holding that age was not a suspect category, 
pointed out (at pp.313-314) that age "marks a stage that each of us 
will reach if we live out our normal span", and, unlike "race or 
national origin'', age had never been the basis of systematic dis- 
crimination in America. (The standards of judicial review under 
the equal protection clause of the fourteenth amendment of the 
Constitution of the United States are discussed in more detail in 


connection with classification by sex later in this opinion, pp. 


34-42, below). 


Other age classifications 


Wherever age is used as a proxy for maturity, responsibility 
Or competence, a stereotype is created which will not be accurate for 
particular individuals. There is a minimum age for obtaining a driving 
licence, for example, although some people under that age would no 
doubt make excellent drivers. There is a minimum drinking age, 
although some people under that age would no doubt use alcohol 


responsibly. 


The alternative to the use of age as the regulatory criterion 


is an individualized judgment as to the capacity of each person to 


perform the regulated act, whether it be driving, drinking, voting, 
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making a contract, or whatever. The individualized judgment is so 
plainly impracticable that our laws have to use objective, general 
criteria to define capacity, and in many contexts age seems a necessary 
and reasonable criterion. For this reason, our laws are shot through 
with classifications by age: driving, drinking, voting, getting 
married, making contracts, making wills, owning guns, attending school, 
leaving home, viewing restricted movies, joining the armed forces, being 
employed, receiving welfare, are among the activities which in all 
Canadian jurisdictions are regulated by age. All of the laws on the 
foregoing topics (and a much longer list could no doubt be compiled) 
classify by age, and therefore ostensibly breach s.15 of the Charter, 
but I have no doubt that few if any of them will be struck down by 

the courts. They will be upheld under s.1 as reasonable limits that 


can be demonstrably justified in a free and democratic society. 


The purpose for which the automobile insurance industry uses 
age actually has quite close analogies in the driving and drinking 
laws. If it is reasonable to establish a minimum age for driving, is 
it not also plausible to find that drivers who have recently achieved 
the requisite age are not yet as competent as older drivers? And, if 
so, is it not reasonable for the insurance industry to act on that 
finding? If it is reasonable to establish a minimum drinking age, 
is it not also plausible to find more alcohol abuse by drivers who 
have only recently achieved the requisite age than by older drivers? 
And, if so, is it not reasonable for the insurance industry to act 


on that finding? 
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It is necessary to conclude that the insurance industry, by 
seeking to continue to use age as a rating factor, is not clinging 
to a criterion generally abandoned elsewhere in our society, but is 
rather continuing to use a criterion which is widely accepted as 
relevant in many other societal contexts in Canada as well as in 


other countries. 
Conclusion 


While age is a prohibited classification under s.15 of the 
Charter, s.15, like other guarantees, is subject to s.1l, which would 
sustain an age classification which is "reasonable" and "can be demon- 


strably justified in a free and democratic society". 


Provided that a court is presented with evidence that age is 
a relevant factor in the assessment of the risk of automobile accidents, 
in my opinion, a court would find that the use of age as a rating 


"can be demon- 


factor for automobile insurance is "reasonable" and 
Strably justified in a free and democratic society". Accordingly, 
even after s.15 comes into force on April 17, 1985, in my opinion, 


the use of age as a rating factor for automobile insurance will not 


contravene the Charter. 
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Marital status 


Sections 15 and ] 


Marital status as a rating factor for automobile insurance 


raises a similar set of issues as age. To be sure, s.15 of the Charter 


(the text of which is reproduced, p.17, above) does not expressly pro- 
hibit discrimination based on marital status, whereas s.15 is express 

in its prohibition of discrimination based on age. But it is clear 

that the list of prohibited classifications in s.15 is not exclusive, 
because it is introduced by the words "in particular". In my opinion, 
the constitutionality of classification by marital status, like classi- 
fication by age, depends upon whether the classification can be justified 
under s.l of the Charter (the test of which is reproduced, p.18, above), 
that is, whether it is "prescribed by law", and whether it is a 
"reasonable" limit which "can be demonstrably justified in a free 


and democratic society”. 


Prescribed by law 


The question whether marital status as a rating factor is 
"prescribed by law" is exactly the same issue as whether age is pre- 
scribed by law. My opinion on that issue is set out at pp. 19-20: 


above, with my conclusion at p. 20, above. 


Reasonable limit that can be demonstrably 


justified in a free and democratic society 
Is marital status as a rating factor a "reasonable" factor, 
and one which "can be demonstrably justified in a free and democratic 


society"? 
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Marital status is used as a classification in many laws, 
especially laws relating to the economic situation of families, for 
example, entitlement to income-tax deductions, to public income- 
support, housing and other benefits, to spousal maintenance, and so 
on. So that it could hardly be argued that there is anything in- 
herently objectionable in the use of marital status as a character- 


istic carrying legal consequences. 


However, there are two reasons which lead me to believe 
that the insurance industry will have more difficulty in supporting 
the use as a rating factor of marital status than the use of age. 
First, whereas age is a classification which is widely used in our 
laws as a proxy for a requirement of maturity, responsibility and 
competence (see pp. 25-27, above), marital status is to my knowledge 
nowhere used for that purpose. Thus, the industry's use of marital 
Status is more novel, and certainly less plausible, than its use of 
age. Secondly, there is the awkward problem of defining marital 
status, given the variety of living-together relationships now 
generally accepted by society. In other areas of the law where 
marital status is important the tendency now is to include "common 
law" relationships, although these require arbitrary definitions. 
If the insurance industry were to exclude common law relationships 
in its statistics of previous claims and its rating practices, it 
might be hard-pressed to justify the use of marital status as a 
rating factor. On the other hand, a court would undoubtedly be 
realistic as to the kind of definition which it is practicable for 


the industry to administer. 
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The considerations outlined in the previous paragraph 
suggest to me that the industry will have to make out a persuasive 
case for its use of marital status as a factor in setting automobile 
insurance rates. But I do not believe that there is anything inher- 
ently objectionable about the use of marital status (unlike race or 
national origin, for example), and so I do not feel that the burden 
of persuasion is impossible to discharge. The question is: can the 
industry establish the predictive force of the criterion? If a 
reasonably sound case can be made for the predictive value of marital 
status as defined by the industry, and for the impracticability to 
the industry of other definitions of marital status, then it is 
likely that a court would hold that the use of marital Status as 
a rating factor for automobile insurance is "reasonable" and '"'can 


be demonstrably justified in a free and democratic society”. 


Conclusion 


I conclude, although with some doubt, that, even after s.15 
comes into force on April 17, 1985, the Charter will not prohibit the 


use of marital status as a rating factor for automobile insurance. 
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Sex 


Sections 15 and ] 


Sex, like age, is one of the bases of discrimination which 
is expressly prohibited by s.15 of the Charter. (The text of s.15 
is reproduced, p. 17, above.) If the Charter contained no other 
provision regarding sexual discrimination, the constitutionality 
of a sexual classification would turn on whether the classification . 
could be justified under s.1l of the Charter (the text of which is 
reproduced, p. 18, above), that is, whether the classification is 
"reasonable", is "prescribed by law'', and "can be demonstrably 
justified in a free and democratic society’. The analysis of the 
validity of a sexual classification would not be essentially different 


than the analysis of age and marital status. 


Section 28 


It is entirely possible that the last two sentences do 
accurately state the law, but the position is rendered doubtful by 
the existence of s.28 of the Charter. Section 28 of the Charter 


provides as follows: 


28. Notwithstanding anything in this Charter, 
the rights and freedoms referred to in it 
are guaranteed equally to male and female 
persons. 


The meaning of s.28 is far from clear. However, it certainly 


seems to reinforce the prohibition on sexual discrimination which is 
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already in s.15. But while s.15 is subject to s.1, the opening 
words of s.28 ("Notwithstanding anything in this Charter’) suggest 
that s.28 is not subject to s.l. This is the view taken (somewhat 


hesitantly) by the commentators: Hogg, Canada Act 1982 Annotated 


(1982), 72; Tarnopolsky and Beaudoin, The Canadian Charter of Rights and 


Freedoms: Commentary, (1982), 436-437: Tarnopolsky, "The Equality Rights in 


the Canadian Charter of Rights and Freedoms" (1933) 61 Can. Bar Rev. 
242, 259; Gold, "A Principled Approach to Equality Rights" (1982) 

4 Supreme Court L.R. 131, 152. The apparent implication of this view 
that s.28 is not subject to s.1 is that sexual classifications are 
absolutely forbidden; they are unconstitutional per se; they are 

not saved even if they are "reasonable", "prescribed by law 


"can be demonstrably justified in a free and democratic society". 


This extreme position, which would condemn all sexual 
classifications, is probably not the correct interpretation of 
B26 mpeceuse 1¢.iseiard to. Teconciie Withes. lot) usSection kl S{t2), 
which makes clear that s.15(1) does not preclude affirmative action 
programs, expressly refers to programs in favour of ''those that are 
disadvantaged because of ... sex''. In interpreting the Charter 
(like any other instrument) the courts will want to give some effect 
to each of its provisions; yet the absolutist interpretation of s.28 
would prohibit even affirmative action programs in favour of women 
(or men) despite their explicit recognition in s.15(2). The courts 


are more likely to prefer an interpretation of the Charter which 


avoids a clash between ss.28 and 15(2) and which gives some effect 
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to the reference to sex in s.15(2). Tarnopolsky and Gold, in the 
works referred to in the previous paragraph, suggest that s.15's 
prohibition of discrimination (even when reinforced by s.28) is 

not to be interpreted as an absolute prohibition of all legislative 
classifications, but only of those classifications which are unreason- 
able and unjustified. In other words, even without the aid of s.1, 


a reasonable and justified classification by sex could be upheld. 


This is how the equal protection clause of the fourteenth 
amendment to the Constitution of the United States has been inter- 
preted. There is no equivalent of s.1 in the Constitution of the 
United States: yet the guarantee of "equal protection of the laws" 
has not been construed as an absolute prohibition of all legislative 
classifications, but rather as authorizing review by the courts of 
each classification's rationale and legitimacy. (A more detailed 
account of the American law is given later in this opinion: pp.34-42, 
below.) One difficulty with the application to the Charter of the 
American theory that requirements of rationality and legitimacy are 
"built into" the guarantee of equal protection is that it tends to 


render s.1 of the Charter redundant in its application to s.15. 


The foregoing analysis demonstrates, I think, that s.28 
of the Charter is an obscure provision which does not fit easily 
into the rest of the Charter, and certainly does not sit easily with 
8.15. Section 28 was not in the original (October 1980) version of 
the Charter but was included later. This is probably the reason for 
its poor integration into the Charter, but it does not help those of 


us who have to interpret it. 
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It is possible that the courts will read s.28 as imposing 
an absolute prohibition on classifications by sex, however reason- 
able or well justified. On this view, obviously, the insurance 


industry would have to abandon sex as a rating factor. 


In my opinion, however, it is more likely that the courts 
will find a way (perhaps by following Tarnopolsky and Gold) to treat 
s.28 as a qualified prohibition only and one which would not condemn 
all classifications by sex. However, if this moderate approach prevails 
(as I believe it will), there is no doubt that the courts will insist 
upon very strict standards of reasonableness and justification in 
order to uphold a sexual classification in the face of s.28. The 
question which remains is: What standards of reasonableness and 
justification would the industry have to satisfy in order to defend 
the use of sex? And can the industry provide evidence which would 


meet those standards? 


United States’ case-law 


As noted earlier in this opinion, the fourteenth amendment 
of the Constitution of the United States guarantees the "equal 
protection of the laws". In applying this guarantee to the review 
of allegedly discriminatory laws, the Supreme Court of the United 


States has developed a "two-tier" standard of review. 


The upper "tier" includes classifications by race (and 
national origin), which the Court has held are "suspect". Also 


included in the upper tier (although not relevant to the present 
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opinion) are laws which, although employing other kinds of classi- 
fications, abridge a fundamental right, such as the right to vote. 
For classifications coming within the upper tier the standard of 
review is usually described as "strict scrutiny". Such classifi- 
cations are presumed to be unconstitutional, and will be upheld only 
if the government establishes that the classification is necessary 
to a "compelling state interest" and that there is no alternative 
means of vindicating that state interest. Because it is hard for 
government to discharge this burden, the practical effect of 
including a classification in the upper tier is that it is very 
likely to be held to be unconstitutional. In particular, with the 
exception of the wartime case of the Japanese Americans, Korematsu 
v. United States (1944) 323 U.S. 214, the modern Supreme Court of 
the United States has invariably struck down laws which classified 
by race. The school desegregation case, Brown v. Board of Education 


(1954) 347 U.S. 483, is the most famous of many Such cases. 


The lower "tier" of judicial review under the equal protection 
clause includes all classifications which are not "suspect" and which 
do not affect "fundamental" rights. For these classifications a more 
relaxed standard of judicial review, often described as "minimal 
scrutiny", is employed. It is sufficient if there is a "rational 
basis" for the classification. A good example is Massachusetts 
Board of Retirement v. Murgia (1976) 427 U.S. 307 (mandatory retire- 
ment of police officers upheld) which is discussed earlier in this 


opinion, p. 17, above. Another case often cited is Dandridge v. 
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Williams (1970) 397 U.S. 471 (dollar limit on income-support for 
large families upheld). Because it is easy for a government to 
find a rational basis for a law, the practical effect of including 
a classification in the lower tier is that it is very unlikely to 


be held to be unconstitutional. 


Sex discrimination has recently disturbed this neat two-tier 
System, leading to a standard of review which has sometimes been 
described as “intermediate scrutiny". At first, classifications 
by sex came within the lower tier and were accordingly usually upheld: 
e.g., Goesart v. Cleary (1949) 335 U.S. 464 (women ineligible for 
licensing as bartenders unless related to owner of bar); Hoyt v. 
Florida (1961) 368 U.S. 57 (women ineligible for mandatory jury 
service). But in Reed v. Reed (1971) 404 U.S. 71 the Court unani- 
mously struck down a state law which gave preference to men over women 
in obtaining appointment as administrator of a decedent's estate, and 
the Court seemed to be applying a somewhat stricter standard of 
review than the rational basis test. Then in Frontiero v. Richardson 
(1973) 411 U.S. 677 the Court, by a majority of eight to one, struck 
down a federal law which prohibited a married female airforce officer 
from obtaining the same housing and medical benefits as were available 
to a married male airforce officer. In this case four of the eight 
judges in the majority held that sex was a suspect category like race 
Or national origin and was accordingly subject to upper tier "Strict 
scrutiny’. But the other four majority judges left this issue open, 


holding that the law could not even satisfy the rational basis test. 
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The next important case was Craig v. Boren (1976) 429 U.S. 
190, the facts of which have some affinity to our present problem. 
A state law prohibited the sale of beer to males under 21 and females 
under 18, thereby discriminating against males aged 18 to 21. The 
state offered statistical evidence which showed that young males 
were arrested for "driving under the influence" and for "drunkenness" 
far more frequently than young females, that young males were killed 
in traffic accidents more frequently than young females, that young 
males were more inclined to drink and drive than young females, and 
that drunkenness was a factor in many accidents. Despite this 
evidence, the Court held, by a majority of seven to two, that the 
discrimination against young males was unconstitutional. In deciding 
the case Brennan J. (who had advocated strict scrutiny in Frontiero v. 
Richardson), with the concurrence of five others, now articulated a 
test which fell somewhere in between strict scrutiny and minimal 
scrutiny. He said (at p. 197) that "classifications by gender must 
serve important governmental objectives and must be substantially 
related to achievement of those objectives". And he concluded (at 
p. 204) that this standard had not been met: ''the showing offered 
by the [government] does not satisfy us that sex represents a legiti- 


mate, accurate proxy for the regulation of drinking and driving". 


After Craig v. Boren the "intermediate scrutiny’ which it 


stipulated was applied in a number of cases involving sexual classi- 


fications. In most cases the classification was struck down: although 


"statutory rape’, an offence which in California could be committed 
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only by a male, was upheld (Michael M. v. Superior Court (1981) 450 
U.S. 464), as was the male-only registration system for the military 
draft (Rostker v. Goldberg (1981) 101 S. Ct. 2646). (The cases are 
summarized in Nowak, Rotunda, Young, Constitutional Law (1978 and 1982 


supplement), 607-619.) 


The most recent constitutional case at the time of writing 
is Mississippi University for Women Vegpeaniob?) LO2 eS Cr soo 
in which the Court, by a majority of five to four, held that the 
Mississippi University for Women's all-female admissions policy 
violated the equal protection clause. O'Connor J. for the majority 
articulated a standard of review that was higher than the Craig v. 
Boren standard. She said (at p. 3336) that an "exceedingly persuasive 
justification" was needed to sustain a gender-based classification; 
and in a footnote (also at p. 3336) she raised and left open the 
question whether sex should not now be treated as a "Suspect" 
category and thus subject to the same strict scrutiny as race or 


national origin. 


The general trend of this brief history is obvious. 
Classification by sex has rapidly moved from the lower "tier", which 
includes most other classifications and which attracts only minimal 
judicial scrutiny, to a position which is close to the upper tier, 
which includes race and national origin and which attracts strict 
scrutiny. It seems likely, if not inevitable, that sex will soon 
be treated as no different from race and national origin, in which 
case virtually all sexual classifications will violate the equal 


protection clause. 
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Two further cases should now be considered. Although they 
are not constitutional cases, they are cases in which the Supreme 
Court of the United States reviewed (and condemned) the use of 


sex-based longevity tables in the computation of retirement pensions, 


and they have a special relevance to the subject of this opinion. 


The first case is Los Angeles Department of Water and 


Power v. Manhart (1978) 435 U.S. 702, in which the Supreme Court 

of the United States reviewed a city's requirement that its female 
employees make higher contributions to its pension fund than its 
male employees. The requirement was based on the fact that (as the 
Court acknowledged at p. 704) “as a class, women live longer than 
men", so that the cost of a pension for the average retired female 
was higher than for the average retired male. Nonetheless, the 
Court held by a majority of five to three (or six to two - Blackoun 
J.'S position+ is not Clear. Brennan J. "did not participate ti Cire 


decision; hence only eight judges) that the difference in contributions 


violated Title VII of the Civil Rights Act of 1964, which made it 


unlawful for an employer to discriminate against an emplovee on the 


basis of (inter alia) the employee's sex. 


Manhart was concerned with the pay-in phase of a retirement 
plan. The pay-out phase came under review in Arizona Governing Commi- 
ttee v. Norris (1983), not yet reported. The State of Arizona, by 
arrangement with private insurance companies, offered its employees 
a retirement plan under which the employees could make tax-deductible 
contributions while employed, and on retirement would receive those 
contributions together with their accumulated earnings. On retirement, 


the employee could take his or her benefit under the plan in one of 
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three forms: (1) as a single lump-sum payment of the total amount 
accrued; or (2) as a series of fixed monthly payments for a fixed 
number of years; or (3) as a life annuity, that is, a series of fixed 
monthly payments for the balance of the retired employee's life. 
No distinction was drawn between men and women who on retirement 
chose options (1) or (2): equal contributions yielded equal pay- 
ments. But under option (3) (the life annuity) women received 
lower monthly payments than men who had made the same contributions. 
The lower payments reflected, of course, the fact that women on 
average live longer than men and would therefore on average draw 
their payments for a longer period of time. The Court recognized 
that the actuarial value at the time of retirement of the woman's 
annuity would be exactly the same as the value of the man's annuity: 
"the lower value of each monthly payment she is promised is offset by 
the likelihood that she will live longer and therefore receive more 
payments"'. Nonetheless, the Court, by a majority of five to four, 
followed the earlier Manhart case to hold that the difference in 
the monthly payments violated Title VII of the Civil Rights Act of 
1964: "the classification of employees on the basis of sex is no 
more permissible at the pay-out stage of a retirement plan than at 
the pay-in stage". Despite the undisputed correlation between sex 
and life expectancy, the use of a sex-based classification to predict 
longevity was proscribed. Despite the undisputed greater costs of 
providing equal monthly payments to women, equal monthly payments 
had to be provided (or the annuity option abandoned - the course in 


fact followed by the state after the lower court decisions). 


Not too much should be read into the Manhart and Arizona 


cases. They held only that classification by sex was proscribed 
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by Title VII of the Civil Rights Act of 1964, a statute prohibiting 
discrimination in employment. As O'Connor J. pointed out in her 
separate concurring opinion in Arizona, neither case addressed "the 
larger issue of whether considerations of sex should be barred from 
all insurance plans, including individual purchases of insurance 
[i.e. purchases outside employment]". As both Marshall (for the 
plurality) and O'Connor JJ. pointed out in Arizona, neither case 
addressed the constitutional issue of whether sex-based classifica- 
tions in state pension plans violated the equal protection clause 

of the fourteenth amendment. Interestingly, the District Court Judge 
in the Arizona case at first instance did address the constitutional 
issue and held that the Arizona plan did not violate equal protection, 
although the Judge held that the plan did violate Title VII: (1980) 
486 F. Supp. 645, 651. The constitutional ruling was not appealed 
and was therefore not considered by either the Court of Appeals for 


the Ninth Circuit or the Supreme Court of the United States. 


But when all this is said, it is plain that sex-based 
classifications are becoming increasingly difficult to sustain in 
the face of legal challenge - upon whatever legal ground. What 
makes Manhart and Arizona so disturbing from the point of view of 
the insurance industry is the Court's rejection of sex-based classi- 
fication in a context (the prediction of mortality) where the relevance 
of sex cannot be (and was not) disputed, and where the classification 
was not based on an archaic stereotype about the role of women in 


society. 
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The American Court seems to be moving to a position where 
it will come to treat sexual classifications as Similarly objection- 
able to racial classifications. In Manhart Stevens J. for the majority 
(at p. 709) pointed out that the life expectancy of black Americans 
was six years shorter than that of white Americans (65.9 years versus 
72.2 in 1973); yet the use of race-based longevity tables would clearly 
offend Title VII. This example is a telling one, because I think it 
would be widely accepted in the United States (as well as in Canada) 
that the public policy in favour of a race-neutral society is so 
powerful that it simply has to override virtually all other considera- 
tions, even to the point of compelling actuarially unsound insurance 
practices. The "raising of consciousness" in the matter of sex which 
has been so successfully achieved by women's groups is gradually 
establishing a similarly powerful public policy inutavouni ofa 
Sex-neutral society. This is gradually being reflected in the 
policies of all branches of government, including the courts, in the 


mnited States. 


Canadian speculations 


In Canada the movement in favour of equal rights for women 
has led to the inclusion in the Charter of s.28 (which is quite 
similar to the now-lapsed proposed equal rights amendment in the 
United States), and to the exclusion of s.28 from the override power 
of s.33. It will be recalled that s.28 was not in the original 
(October 1980) version of the Charter, and after it was included 


it was initially made subject to override under s.33. These important 
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constitutional victories were gained by women's groups during the 
negotiation of the constitutional settlement of 1982. Those same 
groups, along with other civil liberties groups and many individuals, 
will be vigilant on all fronts, including litigation, to solidify 
these constitutional gains. The dynamics of the situation are not 
changed all that much where the alleged discrimination is in favour 
of women rather than men (as in the case of automobile insurance premiums). 
Discrimination against men will be fought just as hard as discri- 
mination against women by those who believe in a sex-neutral society, 
the reasoning being that in the long run women will gain more overall 
than they will lose. (See Wendy W. Williams, "Sex Discrimination 
under the Charter" (1983) 4 Can. Human Rights Reporter 1, 4; and 

note that the raising of the standard of judicial review in the 
United States has occurred in cases involving discrimination against 


men, namely, Craig. v. Boren, discussed%p: 37, above, and »Mississippi 
University for Women v. Hogan, discussed p. 38, above.) 


In a legal opinion I do not usually embark on flights of 
sociology or politics, as I suppose the previous paragraph could 
be characterized. But it is idle to ignore developments in Canada's 
political culture which I believe cannot fail to influence the Supreme 
Court of Canada, just as they have obviously influenced the Supreme 
Court of the United States. The Supreme Court of Canada has not yet 
decided any Charter cases, although it has alreadv granted leave to 
appeal in eleven cases (none of them germane to our present problem). 


I believe that the Supreme Court of Canada will be anxious to allay the 
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oft-repeated fear that it is going to "water down" the Charter, and 
that it will be anxious not to disappoint the expectations of minorities 
and women which were generated during the constitutional debates in 
1980-82. The two decisions under the statutory Canadian Bill of Rights 
which arguably tolerated sex-based discrimination, namely, A.-G. Can. 
v. Lavell [1974] S.C.R. 1349 (Indian women denied Indian status if 
married to non-Indian) and Bliss v. A.-G. Can. [1979] 1 S.C.R. 183 
(pregnant women denied unemployment insurance benefits), received 
virtually universal criticism, and the Court will I believe wish to 
Start afresh, armed as it now is with the stronger language and 
entrenched status of the Charter: see Tarnopolsky and Beaudoinge ne 
Canadian Charter of Rights and Freedoms: Commentary (1982), 421-423; 
Gold, "A Principled Approach to Equality Rights" (1982) 4 Supreme Court 


L.R. 131, 135-145. 


Conclusion 


One view is that ss.15 and 28 of the Charter absolutely 
prohibit all sexual classifications: pp.31-32, above. If that is 
correct, the use of sex as a rating factor for automobile insurance 
will (after s.15 comes into force on April 17, 1985) contravene the 


Charter. 


The preferable view is that ss.15 and 28 would admit at 
least affirmative action programmes in favour of women (which are 
expressly referred to in s.15(2)) and are therefore not an absolute 


prohibition on sexual classifications: pp. 32-34, above. However, 
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the absolute language of s.28, the increasingly strict approach of 
the American courts, and the climate of opinion in favour of sexual 
neutrality, all combine to suggest that the Supreme Court of Canada 
will be very reluctant to sanction a sexual classification. While 
the insurance industry can undoubtedly establish that young men have 
more automobile accidents than young women, there is more room to 
dispute the use of sex than there is with respect to age. As soon 
as one starts to speculate on the likely reasons for greater male 
accidents, they tend to suggest stereotypical sex roles in which the 
young male is more dominant and aggressive (more often the driver) 
and more reckless than the young female. The industry can say, of 
course, that for whatever reasons sex is in fact correlated to risk, 
and therefore should be used as a factor in setting premiums. But 

I believe that it is likely that the Court would find this reasoning 
to be at least suggestive of stereotypical sex-roles and as not 
sufficiently compelling to overcome the heavy burden of justifying 


4 S@xXUal distinction ian’ the Lace of §.26 Of the Charter. 


I regret that so much of this section of the opinion is 
necessarily speculative (and therefore may be proved wrong), but in 
my opinion the use of sex as a rating factor for automobile insurance 
will.¢after.s.15 comes, into, force;,on. April.1/, 1985) probably con- 


travene the Charter. 


me ae 


Conclusions 


Omitting the qualifications and complications which I 


hope are sufficiently explained in the body of this opinion, my 


opinion may be summarized as follows. After April 17, 1985, 


when s.15 of the Charter comes into force: 


al 


The use of age as a rating factor for 
automobile insurance will not contravene 
the Charter. 


The use of marital status will probably 
not contravene the Charter. 


The use of sex will contravene the 
Charter. 


In provinces where rates are set by private 

insurance companies, and are not subject to 

any form of government approval, the Charter 
does not apply to those rates at all: even 

sex can be used as a rating factor for those 
rates in those provinces. 
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APPENDIX XITI 


AGENCY CONTRACT 


This contract replaces all contracts previously made 
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(Hereinafter called the Company) 


is hereby accepted and confirmed with authority, subject to the Company’s underwriting 
instructions, (1) to sign and deliver such Policies and Renewal Certificates of the Company 
as are supplied to the Agency and (2) to bind the Company by issue of such ‘‘Cover Notes” 
and/or ‘“‘Certificates” of the Company and/or “Policies” as may be designated for use by’ the 
Agency, subject to the following conditions: 


2. The Agency is required to report to the Company without delay all commitments 
made on its behalf and to conform to and promptly comply with such underwriting or other 
instructions as are issued. 


3. The Agency is authorized to receive the premiums due to the Company in respect 
to the above and all monies so received shall be securely and honestly held by it as fiduciary 
trust funds and shall be used by it for no personal or other purpose whatever. The Agency 
agrees to pay the Company all premiums accruing on insurance written in the Company 
whether collected by the Agency or otherwise. 


4. The Agency’s remuneration shall be as defined by the schedule of commissions 
hereon, and such schedule shall govern upon the net cash premiums of the insurances paid 
by agent to the Company. In the case of cancellation of policies the commission on rebates 
must be the same as the commission allowed upon the premiums of the policy, and shall be 
borne by the Agency herein, whether the cancellation is effected prior or subsequent to the 
termination of this agreement. 
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5. All monies due by the Agency to the Company in each month, less its commission, 
shall be paid by it to the Company within 60 days from the end of the month in which the 
business is written. Subsequent credits to be included in the following month’s account. 


6. Payments made by the Agency to the Company in respect of any premiums or 
portions thereof, which have not been paid to the Agency by the Insured, shall be con- 
sidered only as deposits made by the Agency with the Company to secure the Company 
against loss of earned premiums and neither as actual payments of said premiums by or on 
behalf of the Insured nor as premium or premiums actually paid by the Insured. 


7. This Agreement may be terminated by written notice at the pleasure of either 
party when all monies owing or to become owing by the Agency to the Company shall 
immediately become payable and any liability for these monies shall not be discharged until 
these are paid by the Agency to the Company. The Agency will forthwith return to the 
Company all its documents and supplies then in the Agency's possession, but retaining those 
supplies which have become a record of business in force, and such records shall be deemed 
to be the property of the Agency. 


8. Upon termination of this agreement, the Company will hold inviolate the records 
of the risks produced through this Agency as the asset of the Agency and not of the Com- 
pany, and will neither interfere with the current risks or renewals of same nor divulge to any 
other interest any information pertaining thereto, except only (a) m case the Agency is in 
default in account with the Company, when the Company reserves the right to dea! with 
this subject as it may then see fit, and (b) the subsequent premiums due upon non-cancell- 
able Policies or Bonds may, at the discretion of the Company, be collected direct and the 
commission paid or credited to the account of the generating Agency. 


9. Itis expressly understood and agreed that the word ““Agent”’ wherever used in this 
Agreement shall include and be binding upon the heirs, executors, administrators, successors 
and assigns of the Agent as the case may be, and that, in the case where the Agent is a 
partnership or corporation, the person or persons who have signed these presents on behalf 
of the partnership or corporation are personally, jointly and severally responsible between 
themselves and with the agent for all the obligations of the agent under these presents 
without the privileges of discussion and division. 


Executed on behalf of the Agency by 
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(Signatures of all Authorized Officersef the Agency) 
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APPENDIX XIV 


ANNUAL PREMIUM QUOTATIONS 
FOR EACH EXAMPLE 


Each table shows the cost of one year of car insurance for sixteen different insurance companies. The twelve 
largest car insurers are listed in alphabetical order in the first part of each table. 


The second part of each table shows four additional insurers whose rates are among the, lowest for that 
example. If one of the top twelve insurers also has one of the lowest rates, its rates are not repeated under the 
lowest quotes heading. 


Example 1 


Coverages and Limits 

BI/PD 20/40/10 or 50 CSL 

PPI $1,000,000 

PIP Med. & work loss excess, $300 ded. each 
UM 20/40 COLL Broad, $100 ded. 
COMPREHENSIVE $50 ded. 


Car 
1980 Ford Fiesta 





Driver 

Principal, age 20, Licensed 3 yrs. 

Single—no dependents, 4 mi. one-way commute 
5,000 mi./yr., No tickets/accidents 


Example 2 

Coverages and Limits 

BI/PD 20/40/10 or 50 CSL 

PPI] $1,000,000 

PIP Med. & work loss excess, $300 ded. each 
UM 20/40 COLL Broad, $100 ded. 
COMPREHENSIVE $50 ded. 


Cars 
Car 1—Wife—1981 Chevy Citation 
Car 2—Husband—1984 Olds Cutlass Ciera 





Drivers 

Parents, age 35, both principal drivers 
Wife: 1 mi. commute one way 

2000 mi./yr. 

Husband: 12 mi. commute one way 
10,000 mi./yr. 

Both drivers have no tickets/accidents 
Two children 
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Example 3 

Coverages and Limits 

BI/PD 20/40/10 or 50 CSL 

PPI $1,000,000 

PIP Med. & work loss excess, $300 ded. each 
UM 20/40 COLL Broad, $100 ded. 
COMPREHENSIVE $50 ded. 


Cars 
Car 1—Wife—1983 Chevrolet Camaro 
Car 2—Husband—1981 Olds Omega 2 dr. 





Drivers 

Married couple—age 27 

Wife: 3 mi. one way commute, 7000 mi./yr. 

No tickets/accidents 

Husband: 5 mi. commute one way, 11,000 mi./yr. 
Five (5) eligibility points 

2 pt. ticket + 3 pt. accident 

No children 


Example 4 

Coverages and Limits 

BI/PD 20/40/10 or 50 CSL 

PPI $1,000,000 

PIP Med. & work loss primary, no ded. 
UM 20/40 COLL Broad, $100 ded. 
COMPREHENSIVE’ $50 ded. 


Car 
1975 Chevrolet Impala 4 dr. Sedan 





Drivers 

Retired couple, age 66 

Pleasure use No tickets/accidents 

No earned income/No dependents 2,500 mi./yr. 








Situations 





Vehicles in the same lane and 
Girection, one vehicle struck 
from behind. 


See Special Note 71 











Vehicles in adjacent tenes. 
same or opposite direction, 
both vehicles on or over centree 
line or where point of impact 
cannot be determined. 


See Special Note #2 














Vehicles in adjacent lanes, 
same direction with one vehicle 
changing lanes, or opposite di- 
rection with one vehicie over 
centre line. 


See Special Note 2 













Vehicle pulling out from @ 
parked position as another 
passes. 









(i) EXCEPT ONTARIO 
One vehicle turning left while 


being overtaken “Sa 
(A) at intersection, 0/100 in favour |—— — —+“Y’ — — — 
of left turning vehicle ({'1.00% | 


(B) at any driveway, 75/25 in 
favour of overtaking vehicle 





















(li) IN ONTARIO ONLY 
One vehicle turning left at 
intersection or at any drive- 
way as other vehicle over- 
taking to pass shall be 75/25 
in favour of overtaking vehicle. 

See Special Note #5 














Intersection — vehicles in Oppo- 
Site directions, one vehicle turn- 
ing left. 

Applicable in all situations ex- 
cep! those described in Notes 
(a) or (9). 











A— EXCEPT ONTARIO 


Intersection — no traffic lights, 
vehicles proceeding at right 
angles, vehicle on right has 
right of way — 0/100 in favour 
of vehicle on right. 

B— IN ONTARIO ONLY 
Intersection — no traffic lights, 
vehicles proceeding at right 
angles, vehicle on right has 
be of way — 75/25 in favour 
of vehicle on right. 


Where an accident occurs at an 

Intersection equipped with 

STOP signs on each comer, the 

right of way applies unless tt Is 

proven: 

(a) that B failed to stop (B to be 
held fully liable) or 

(b) that both A & B falled to 
stop (both to be held equally 

liable 
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APPENDIX XVI 


A DRAFT FOR CONSULTATION: A CLASSIFICATION 


SYSTEM FOR AUTOMOBILE INSURANCE 


AVANT-PROJET AUX FINS DE CONSULTATION: 
LE SYSTEME DE CLASSIFICATION POUR 


L‘ ASSURANCE-AUTOMOBILE 
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‘TO ALL INTERESTED PERSONS 


A Classification System for Automobile Insurance: A Draft 


for Consultation is being circulated with the intention of 


























‘soliciting comments and suggestions for the proposed 
‘regulation. une Ministry | recognizes “that. Veuns taati ves 
related to automobile insurance are of significance to the 
Ipublic Bie eratge, . anduathat itsslS important. to tare. tne 
opportunity to gain the views and suggestions of those who 
will be directly affected. It is for this reason that the 
Consultation Draft is being made available for scrutiny and 
response. 

| 
The MONS ELy OG rimancial singtitutions looks forward. sto 


Beceiving comments and suggested changes. 


whose who’ wish to respond to .the Consultation. Draft are 
urged to do so before the deadline of March 31, 1988. 


Please address comments in writing to: 


Robert F. Nixon, 

Minister of Financial Institutions, 
Consultation Draft, 

Ministry of Financial Institutions, 
955 Yonge Street, 8th Floor 
Toronto, Ontario, 

M7A 2H6. 





















































Additional copies of the Consultation Draft may be purchased 
from the Ontario Government Bookstore, 880 Bay Street, 
Toronto, Ontario, M7A 1N8. 





February, 1988 
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INTRODUCTION TO AUTOMOBILE INSURANCE CLASSIFICATION 


Automobile insurance is the undertaking by a_ licensed 
insurance company to indemnify certain persons against loss 
or liability for loss connected with an incident involving a 
motor vehicle. Those indemnified could include the vehicle 
owner or driver or those “injured or suffering 1oss"as 7 
resultwvof san’ accident: Ontario law regarding automobile 
insurance requires that a minimum level of insurance be 
obtained for every motor vehicle. In addition, vehicle 
owners desire the protection offered by insurance and 
purchase types or levels of insurance beyond that mandated 
by law. There are over five million insured vehicles im 
Ontario; sou a system to. determine the relative risk ;thag 
each vehicle represents to the overall insurance pool 
becomes essential. 


The price charged by insurance companies for assuming the 
risk’ of indemnification is usually referred "to “as” stem 


automobile insurance premium. In assessing the. 
appropriateness of a specific premium, the risks associated 
with that vehicle are analysed. In deciding what actual 


premiums should be charged, insurance companies try to 
predict the future - to assess the likelihood that a vehicle 


will be involved in an accident. The elements of this 
assessment, the basis on which likelihood is evaluated, are 
termed risk factors. Many risk factors relate to ‘the 


characteristics of the vehicle itself; many others relate t@ 
the characteristics of the drivers using the vehicle or th@ 
type of activity the vehicle is used for. A system whic 
categorizes insurance related risk factors for groups of 
drivers or vehicles is a classification system; in essence, 
individuals are classified in response to the exposure to 
claims they represent for the entire insurance pool. 


ClassSiticationyaor risk “underlies ‘the determination om 


insurance premiums. The actual systems used to classify 
risk have differed from insurance company to insurance 
company. However, all insurance companies have _ been 


required to report premiums and losses in the same way based 
on an approved "Superintendent's Statistical Plan". Many, 
but certainly not all classification practices in companies 
have been similar to that set out under this Statistical 
Plan. As part of a number of automobile insurance related 
reforms, the Minister of Financial Institutions announced on 
April 23, 1987 that a uniform mandatory classificatiog 
system would be introduced in Ontario. It was proposed that 
such a uniform system be set out by regulation and that it 
eliminate’ “FYating by .4age;, “sex or "marital “Status. Thig 
regulation-making capacity has been provided for in the 
Ontar icoAutomebilén Instance eGard (Act, -1987.(Bilds2)). 
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DnewelScucsion that. follows is an outline of “the concepts 
underlying the draft uniform automobile classification 
regulation, intended as a starting point for discussion of 
this complex matter. it’ is -1mportant townote that’ when a 
final position is developed and a regulation comes into 
effect, it is anticipated that this regulation will evolve 
over time and be revised regularly. TOO servestt be-ioip lc, 
the classification system must change to respond to PUBL LC 
needs and market conditions. 


The draft regulation was developed with many goals in mind, 
goals for the overall system of automobile insurance risk 
Classification and goals LOL the individual risk 
Classiticagion, Craterira, 


In designing the overall classification system, it was felt 
that the system should: 


= provide reasonable flexibility in response to 
the ditfering situations ofr" irisureds: 


- increase informed consumer choice; 


- be understandable to consumers, insurance 
brokers and insurance companies; 


- not create artificial distinctions between 
Groups of insureds; 


= be consistent™ in- apply@no wrules tacrossi fine 
system; 


- be capable or implementation without 
unnecessary dislocation; and 


= be based on risk factors which are independent 
of each other so that the relationship between 
risk factors and the likelihood of having an 
accident can be effectively measured. 


pOumeet these ~qoals for the classititcation system, it was 
BICen. necessary, tO. ‘weigh conflicting. goals to ,reach. an 
appropriate balance. For example, the desire to be 
flexible, increase choice and avoid unnecessary dislocation 
may increase complexity and be in conflict with the goal of 
having a system which is readily understandable. Further 
discussion and consultation is essential to ensure the 
balance between goals is struck at the optimum point. 


In judging what should be the individual risk factors 
incorporated into the overall classification system, each 
potential risk factor was considered and the following key 
questions asked: 


- 840 - 


so Is.the risk factor socially acceptable: Docs 
it. dncorporate, . for sexample, .\Velementse) as 
Giscrimination that are not acceptable? 


= Is. the risk ;factor clear. and not ~ambiguous@ 
Can people clearly determine what risk factors 
are applicable to them? 


# Is there a plausible relationship between the 
risk’ factoréimand the » likelihood )\of. yliutume 
claims? In other’ words, “is othe’ riskmfactca 
predictive of future claims or lack of future 
claims? 


= Tseithe- risk factor ‘practical Ln “Uhae i.) see 


AGMiINIStratively , feasi ples to. use: is 
verifiable, understandable and easily 
measured? AS weil}  /is*eithe etrisk facto 


sufficiently widespread that there would be an 
adequate number in the group identified by the 
risk factor? L&anot,.ithecqroup wouldacdacs 
Statlet 1 cau scnedi Di Eicy . 


= Are those assigned to the risk factor group 
homogeneous or sufficiently similar to make it 
likely that their experience would be similar 
for automobile rating purposes? If not, the 
premium within “the ‘group would, be > unfairly 
distributed. 


er Does the’ risk) facton create: vanwyincentiveciog 
certain desirable driving behaviours? 


. Does the risk factor have the potential to be 
artuficially mani puvatedic Limieivarmivay that 
distorts the overall rating system? 


It was this series of questions which led to the weighing of 
the myriad potential factors and the choice of those factors 
proposed in the classification regulation. Public review of 
these factors is essential to ensure that those chosen best 
serve the public. 
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THE AUTOMOBILE INSURANCE CLASSIFICATION SYSTEM 
AND THE RATE DETERMINATION PROCESS 


The classification system for automobile insurance is 
provided for by the Ontario Automobile Insurance Board Bah, 
1987 (Bill 2). That Bill is divided into three Darts: 


Part I, which establishes the Ontario Automobile 
Insurance Board and provides for its powers and 
duties; 


Fatt wT, wsswhich provides. ‘for. the setting by 
regulation of a mandatory uniform classification 
System for automobile insurance risks and provides 
for the process of determining rates to be charged 
by insurance companies; 


Part III, which provides for the enforcement of the 
Act, regulations and incidental amendments to other 
starcutes, 


The flow chart on the following page outlines the process by 
which rates under a uniform classification system prescribed 
by regulation will be determined by the Ontario Automobile 
Insurance Board. | 


In brief, the Act provides that following a public hearing, 
the Board will set ranges of rates, using the uniform 
Classification system as the basis for this benchmark 
setting exercise. Companies wishing to use rates within the 
range may do so by filing their specific rates, with no 
hearing requirement. Companies wishing to use rates outside 
the rate range must apply for Board approval and a public 
hearing will be held. 
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Flow Chart - 
Ontario Automobile Insurance Board 


4— Consultation with public 
<4— Input from Mr Justice Osborne 
4— Consultation with industry 


Development of 
uniform classification system 





Regulation sets 
uniform classification system 


Minister can Public hearing before 4— Evidence from industry 
order hearing independent board 4— Evidence from government 
or board initiative on industry-wide rates @ Evidence from consumers 





Board sets rate ranges Board has wide scope 
based on classification <4— and aiscretion in aeveloping 
system rate ranges 





/ 60 - 120 days 












Insurance company 
wanting to use rates 
outside rate range 


Judicial Use of rate ranges File and use within range 
review by companies (20 days deemed consent) 


4— Evidence from company 
4 Evidence from government 
4— Evidence from consumers 


Public hearing on specific 
rate of insurance company 





Judicial Approve. vary or refuse 


review specific company rates 
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OVERVIEW OF THE PROPOSED CLASSIFICATION SYSTEM 
FOR AUTOMOBILE INSURANCE 


Categories of Automobile Insurance Risk 


The proposed classification system is divided into three 
general categories of automobile insurance risk’; with ¢some 
subcategories: 


ie Personal Vehicles 
a) Private Passenger Vehicles 


b) Motorcycles 
co} Miscellaneous Personal Vehicles 


1) Trailers and Camper Units 
1019) Off Road Vehicles 

ace) Antique or Historic Vehicles 
iv) Snow Vehicles 


II. Commercial Vehicles 


a) Commercial Vehicles, excluding 
Interurban Vehicles 
b) Interurban Vehicles 


III. Public Vehicles 


a) Taxis and Limousines 
b) Buses, Ambulances and Funeral Vehicles 
roe) Long Distance Buses 


These categories were chosen because they follow, to a large 
degree, existing wide distinctions made among types of 
potential insurance risks. In Preparing the proposed 


Classification regulation, the ee Manrsrery retained an 
independent consulting actuarial firm in order to determine 
Current classification practices in use. Thist’study has 


been useful in assessing the degree ofdishocatron#thataw ut 
occur aS a result of the implementation of a new uniform 
Classification system. 


In the personal automobile area, it was found that there was 
a wide divergence among’ insurance companies in the 
Classification systems used. In the commercial area, on the 
other hand, there was a large degree’ of” uniformity’ vin 
Classification practices, much of which has been brought 
forward into the current proposal. In the public automobile 
area, where people are carried for hire or in large numbers, 
there were variations in industry practice in certain areas, 
while other areas were characterized by a large degree of 
uniformity among insurance companies. 
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Individual Risk Factors 


Within the general categories and subcategories of insurance 
used in the proposed classification system there are a 
number of individual risk factors which are employed in the 
design of the overall classification system. The risk 
factors used can generally be characterized as falling into 
three main groups: 


- vehicle use; 
- vehicle characteristics; and 
- Griver characteristics. 


Under vehicle use, for example, there are factors relating 
to distance driven, territory where the vehicle is used, and 
type of activity the vehicle is used for. 


Under vehicle characteristics, for example, there are 
factors relating to engine size, style or type of vehicle, 
age of the vehicle and price or value of the vehicle. 


Under driver characteristics, for example, there are factors 
relating to years of driving experience, conviction and at- 
fault accident experience and whether the driver is an 
abstainer. 


The risk groups.are outlined in’ considerable detail In) the 
chart which follows, starting on page 862. 


Scope Or the Classification System 


The Classification System covers “automobile insurance” 
which is defined in the Automobile Insurance Board Act, 1987 


. . _—— ee ee 
(es eee) ns In .simple.terms, this;.definition ; covers..all 
vehicles which require a permit under the Highway Traffic 
Act. The vast majority of vehicles are within this group. 


The system also covers snow vehicles under the Motorized 
Snow Vehicles Act. 


The proposed classification system covers the "SPF #1"* 
owner's policy, the common contract purchased by owners for 
their vehicles. This policy is the standard automobile 
policy stipulated under the Insurance Act. The 
classification, jsystem.. would, also..address. the ,.“SPF. .$2% 
policy; qube ch, tencaditedeathe ,adriver .s. policy. hey system 
does not cover certain policies such as garage (SPF #4), 
non-owned (SPF #6) and contingent (SPF #8). These risks are 
less common and are often assessed on a case-by-case 


*SPF stands for "Standard policy form” 
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experience basis. This makes them inappropriate for 
inclusion in a classification system designed to categorize 
a large number of policies. 


The part of a policy which exceeds $1 million in thira@ party 
liability coverage is not included in the proposed 
classification system and it is proposed that these large 
coverages generally not be subject to the Ontario Automobile 
Insurance Board, except for Facility Association rates. All 
Facility Association rates must be approved. Over 98% of 
private passenger motor vehicle policies have limits of $1 
Million vOrts.hess. PuRthey ;epmrcangwof such whieh alimiites, sis 
frequently dependent on facultative reinsurance which is in 
SSsSence mn winacividual. policy: fora. particulan :risksandeas 
individually priced. Policies in excess of $1 million are 
therefore not appropriate for the rate range setting 
approach contemplated for the classification system. There 
is one exception to the general exclusion of hicqh, limite. 
The Public Vehicles Act requires by regulation certain 


Minimum insurance coverages for public vehicles. Depending 
On the seating capacity of the vehicle that minimum required 
Mays "exceed —S." milion. In ‘such a case, where a’ limit 


ex Cecio atrraon. Ss. required by) Ontania.. law, che 
Classification system and Automobile Insurance Board will 
cover these higher limits. 


Fleet Ia ing is also excluded from the proposed 
Classification &system ‘and }is ‘not: subject to the Ontario 
Automobile Insurance Board. Aefleet is defined” ae al aqroup 
of five or more powered vehicles under common ownership or 
management, but the first five private use vehicles may be 
excludectrpforaptihne« purpeses of sthe» defani tien, There are 
several reasons for excluding fleet rating: 


= fleets are usually rated by the experience of 
Phe ~lleet..and factors such as special safety 
programs. © carried \soute9 by °lthe YoOblects: to 
eliminate sthis would hurtYinsureds that conuge 
benefit from their personal good record or 
unique safety programs; 


cs fleets often require higher limits of coverage 
and facultative reinsurance; and 


= many fleet owners are large corporations well 
able to negotiate with brokers and insurance 
companies on an equal footing. 


ite, should bheiinotedp!Hin propesing ais fleet #tlexclusion, 
insurance companies may choose to either fleet trate or 
individually rate vehicles which qualify as a fleet. If a 
vehicle leaves a fleet, its experience may remain with the 
fleet, for rating purposes. 
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For collision, comprehensive, specified and all perils 
coverages of insurance, it is difficult to classify the risk 
associated with very expensive vehicles, because there are 
very few of them. As a result, the proposed classification 
system will not cover the vehicle damage portion of policies 
for private automobiles having a price when newly purchased 
of more than $75,000. In the commercial and public vehicle 
areas, the threshold proposed is $250,000. 


Standardized Provisions 


In the interests of having a more consistent and 
understandable classification system, certain elements of 
the classification system are standardized. The 
standardized areas relate to policy deductibles, policy 
limits and the territories used for classifying risk. 


In some coverages policyholders have the option of 
purchasing a policy which has certain limits for 
exposures. For the purpose of this proposed system, the 
standard limits that can be purchased are: 


$200,000 (the statutory minimum for third party 
liability insurance) 


$300,000 
$500,000 
$1 million 


These limits reflect the current . most common limits 
purchased by insureds. For public vehicles, the amounts 
available are those set under the Public Vehicles Act. 


For some coverages, policyholders also have the option of 
purchasing a policy which has a deductible which must be 
paid by the policyholder and not by the insurance company. 
For the purpose of this proposed system, the standard 
Geductibles that can be purchased are: 


$25 

$50 

$100 

$250 

$500 

$1000 

5% of the value of vehicle (list price new), 
rounded to the nearest $250 


These are the deductibles generally offered at present. 
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For all elements of the proposed classification system, 
where territory of residence or use is a factor, 28 standard 
territories are proposed for use: 


Metropolitan Toronto 

Markham, Richmond Hill, Vaughan - Peel Area 

Halton Area 

Hamilton-Wentworth Area 

Niagara Falls Area 

Windsor Area 

Oshawa, Aurora, Newmarket, Orangeville Area 

Brantford, Guelph, Kitchener-Waterloo-Cambridge 
Area 

St. Catharines-Lincoln Area 

Ottawa Area 

London Area 

Sarnia Area 

Lake Erie Area 

Essex Area 

Stratford, Woodstock, Lake Huron Area 

Grey-Bruce Area 

Lake Simcoe Area 

Parry Sound, Muskoka, Haliburton Area 

Peterborough, Lindsay, Port Hope, Cobourg, Trenton 
Belleville, Kingston Area 

Lake Ontario-Kawartha Lakes Area 

Southeastern Counties Area 

Lanark-Upper Ottawa Area 

Cornwall Area 

Sudbury City Area 

Northeastern Ontario, Sault Ste. Marie, Manitoulin 
Island Area 

North Bay Area 

Thunder Bay Area 

Northwestern Ontario 


The maps which follow identify the territories relevant for 
Classification purposes. 
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Coverages 


The classification system outlines the basic categories of 
insurance risks and defines the risk factors which are 
relevant to the determination of the hazard presented by a 
particular insured under certain circumstances. The risk 
factors are applied to certain types of insurance coverage 
and may vary from coverage to coverage. These coverages 
are: 


Third Party Liability 

Accident Benefits 

Collision 

Comprehensive 

Specified Perils 

All Perils 

Family Protection Endorsement (SEF 44) 


In the chart that follows on page 862 each general type of 
insurance risk category (e.g. commercial automobile) pat 
addressed within the context of these seven insurance 
coverages (e.g. collision). Further, each risk element is 
identified within the context of its category and related 
insurance coverage. 


Groupings OfeRisk Factors 


As mentioned earlier, other than the standard provisions, 
the risk factors used in the proposed regulation relate to 


vehicle use, vehicle characteristics and driver 
characteristics. The risk factors proposed combine elements 
currently in widespread use and new approaches. One of the 


most notable new approaches is to rate insureds on the basis 
of years of driving experience and to expand the use of 
annual distance driven as a rating factor for private 
passenger vehicles. An owner-operator category for otaxi Sia 
introduced as well as a modified system of accident and 
conviction recognition for rating purposes. Accident 
benefits coverage, which has historically been flat-rated, 
is rated in a manner similar to third party liability 
coverage because statistical evidence shows that risk varies 
as with third party liability coverage and these coverages 
must be purchased together. 


In the chart which follows on page 862, the risk factors are 
allocated to columns entitled: use, years licensed, claims 
experience or "“other". These are highlighted using as the 
reference point their application to Private Passenger 
Vehicles, the first category of insurance risk addressed in 
the charc: 


= GO) = 


(i) Use 


Risk Factors included under this column include the 
type of activity the vehicle is used for: 
pleasure; farm; short commute; long commute and/or 
business and also sets out the annual distance 
driven in the use of the vehicle. The VSG OL four 
distance bands reflects an expanded use of distance 
driven as a rating factor for Private passenger 
vehicles. 


(ii) Years Licensed 


The years of driving experience is the major 
element of this column. Six bands are provided for 
Principal drivers and four for secondary drivers, 
with one band in each of the two Groups allocated 
to drivers with less than three years experience 
but who have had driver training. 


a Gh ae Claims Experience 


This column references the introduction of a 
modified system of accident and conviction 
recognition for rating purposes. The approach 
taken is detailed in the Regulation. In brief, at 
fault* accidents and convictions over a 3 year 
period are termed "events". New drivers come into 
the system on the assumption that they have no 
"events" (convictions or accidents). 1f£*for three 
years, a driver has no at fault accidents or 
convictions, he or she becomes a "three year event 
free" idriver’. Five years with a clean record 
results in achieving the best driving class for the 
"five year event free" driver. 


—————————— 


* What is an “at fault" accident is detailed in a Schedule 
LoOweche Regulation. Essentially, the driver must be at 
fault to some degree in an accident involving more than 
$500 damage. Situations in which he or she is deemed to 
be at fault or not to be at fault are identified in the 
Regulation. Examples of no fault accidents include 
Situations where a car was legally parked and struck by a 
hit and run driver or situations in which a comprehensive 
damage claim was made, such as for a windshield struck by 
flying gravel. iG. is important to note that 
determinations of fault relate Only to the events 
charging system and do not determine payment of claims or 
the making of settlements. 


(iv) 


(v) 
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One or more events will result in a driver being 
moved from the "event free" classes to the classes 
For Grivers who have had convictions Or 
accidents. Not Mall’ convictrons or ihacerdencs 
contribute equally to determining an "event". For 
example, one Criminal Code conviction such as 
impaired driving would count as 2 events, whereas 
two Highway Traffic’Act convictions such as failing 
tor /yield . the®’right.” of way ) would county ’as Cue 
event. As in many aspects of the _ proposed 
classification system, the ultimate determination 
of the appropriate weighting of these various 
"event" factors will greatly benefit from public 
consultation. 


Vehicle Characteristics 


Risk. yfactOrs = relating > tov vehvele* character: stica 
apply to Collision, Comprehensive, .Specified Fer ie 
and All Perils’ cOverages™= for “private = passenge 
vehicles’, (but lare. not, factors “used “inv rating Phim 
Party . Liability or » Accident | Benefat, . coverages 
Rate group tables are contained in the Regulation, 
covering vehicle model, age and type. A fallback 
table based on vehicle value is also used for 
vehicles not listed within the rate group table. 


Other Factors 
The. Jcolumn scindicates: “that; non-drinking **driveg 


reductions are available for. private.» passenger 
vehicles. 
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Procedures in Assigning Vehicles and Drivers to Risk Classes 


The classification system requires the Support of rules 
which give direction as to which rate factor is applicable 
in circumstances of doubt or situations where various 
choices are available. For example, if a vehicle is used 
both aS a private passenger automobile and as a commercial 
vehicle in the owner's business, how should it be assigned 
to a risk group? The proposed regulation articulates the 
various rules applicable CO the categories and 
Classification factors. In the case of a mixed use vehicle, 
for example, the rule provides that a vehicle is assigned to 
a rating category for which the proportion of use is the 
highest. The chart which follows references some of the 
assignment rules which apply; they are more fully 
articulated in the regulation itself. 


The chart which outlines the classification system is 
comprehensive in that it includes all the factors proposed 
for the total system. One of the considerations in 
implementing such a classification system is whether it 
Should be introduced in its entirety or whether portions. of 
it should be phased in over time. 
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Structure of the Draft Regulation 


The draft regulation setting out the classification system 
commences with interpretation and application sections. 
Following these are provisions which identify the use and 
application of the schedules to the regulation. Procedures 
for the assignment of vehicles and insureds to various 
Classes of risk exposure are then detailed in the 
regulation. The regulation is completed by its schedules. 
The key schedule sets out the framework of the 
Classification system by Outlining the categories of 
automobile insurance and the classes of risk exposure in 
relation to the coverages of insurance. The schedules 
following expand on various aspects of this framework. 


The regulation-making authority for the Proposed regulation 
comes from the Ontario Automobile Insurance Board Act, 1987 
(Bill 2), sections 19 and 29. These sections read: 


19. The Lieutenant Governor in Council may prescribe 
the classes of risk exposures. that may be 
considered in determining the premiums for 
coverages for different categories of automobile 
insurance and the procedures to be followed in 
assigning insureds and vehicles to any such class 
of risk exposure. 


29(1) The Lieutenant Governor in Council may make 
regulations, 


a) prescribing classes of risk exposure and 
categories of automobile insurance for the 
Purposes of this Act; 


Db) Prescribing procedures to be followed in 
assigning insureds and vehicles to a class of 
risk exposure; and 


f) exempting insurers from the requirements of 
Part II in respect of such categories of 
automobile insurance, such coverages or such 
Classes of risk exposure as may be set out in 
the regulations. 


The regulation outlining the proposed uniform classification 
System for automobile insurance follows. 
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DRAFT CLASSIFICATION SYSTEM REGULATION 
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tii DRAFT ONLY 


REGULATION MADE UNDER THE 
ONTARIO AUTOMOBILE INSURANCE BOAFD ACT, 1987 


GLASSIALGATIONs SYSTEM 
Interpretation 


Jee iNatoaseneeulation’, 


"accident and conviction history class" means the applicable 
class of risk exposure selected from among the classes 
CeSscribped sin Schedule 3; 


"airport limousine" means a limousine that is restricted to 
transporting passengers to an airport by prearrangement 
and from an airport; 


"Dus" means a motor vehicle designed to carry ten or more 
Pecssengerswand used for the transportation ‘of persons end 
a motor vehicle designed to carry less than tén passengers 
that is licensed under the Public Vehicles eyes 


"commercial vehicle" means a vehicle that is used in the 
DUSIneSS: Of sansinsuredsprimenalwy to-stransport he, eraews. 


goods, tools or equipment; 


"“commencials vehicle rating group": means *the aoclicable 
class of risk exposure selected from among the classes 


described in, Schedule 14+ 


"commuting™ in relation to the use of a personal vehicle means 
transporting persons regularly from their residence to end 
from their place of employment or school, or to and froz 
an intermeciate place, and includes the use of the vehicle 
as a canpool vehicle whether or not.passencers, contribute 
money Coward the cost cf commuting: 


"dangerous goods" means dangerous goods as defined in the 
Transportation of Dangerous Goods Act (Canada); 


"depreciated vehicle value rating group" means the arppliczble 
class of risk exposure selected from among the classes 
Gescoribed iIneschedule 16; 
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"driver training" means the completion of a course of driver 
education, as evidenced by a certificate, that is taught by a 
person who is licensed as a driving instructor under the Highway 
TraluLlonwnct: 


"funeral vehicle" includes a hearse and a limousine that is 
used in the conduct of funerals; 


"heavy" with respect to a vehicle means a vehicle that weighs 
more then 4.5 tonnes; 


"historic vehicle" means a vehicle that is licensed as an 
historic vehicle under the Highway Traffic Act; 


"interurban bus" means a bus that travels between terminal 
points that are more than 169 kilometres apart; 


"interurban vehicle" means a heavy commercial vehicle with a2 
radius.of travel that is greater than, 160 Kilometres: 


"limousine" means a. public vehicle equipped. to, carry 2 maxintua 
Ohissies DeSSenrers that oS restricued Lo Uransport ine 
passengers by prearrangement; 


"NTTVEHE" With resovect: tovua venicle means, a venicle that. werens 
eee tones cr-desss 


"motorcycle" means a two- or three-wheeled motorized vehicle 
Ghat is dacensed for highway use; 


“mouonevele Gai Ver) training means s0ni Men Craipine 0 foe se 
Ofesa metorevclie. 


*nOn=-Grinke Pl an-relatvtwentowdad.Oriver Means a person who hes 
agreed mot to consume any alcoholic beverage, except 
rinioel, emounts* consumed in’ connect tone wi thea rel ieaaus 
ceremony, “during the term or aicontractsofseutvomori) > 
insurance; 


"off-road/ vehicle's means san sof f=road-vehniiciesn es defined zanntis 
Off-Road Vehicles act, 1683s 


“policy deductible class" means the applicable class cf risk 


exposure selected from esong the classes listed in 
Senedulets:; 


Wpolcyl rinit class" In=rereatron tora "type cir coverercenmeans 
the applicable class or classes of risk exposure selected 
fromvamong the classes, described vinvSchedul edi: 


“price when new" in relation to a vehicle means the amount paid 
to the vehicle's dealer or manufacturer by the first 


purchaser of the vehicle; 


=O = 


"Public vehicle" means a Vehicle that is'iseoito Carry 
Passengers for compensation and includes ambulances and 
funeral vehicles; 


"retail celivery” in relation to the use of commercial vehicles 
means the delivery of goods sold by retailers to consumers 
in small quantities or in broken lots Or parcels: 


"Snow vehicle" means a motorized snow vehicle as defined in 
the Motorized Snow Vehicles Act: 
ee SELES ACT 


"taxi" means a public vehicle equipped to carry a maximum of 
six passengers; 


"territory class" means the applicable class of risk exposure 
selected from among the classes listed in Scheduie ea 


"trailer" means a trailer as defined inthe Piehweyw rate ic 
Act: 


"trailer exposure" in relation to a commercial vehicle means 
that the commercial vehicle is operated with a trailer 
avtecned Uo it. 


"vehicle claims record class" means the applicable class of 
risk exposure selected from emong te classes described in 
Schedules 438 


pvehicie Userrating group" means the applicable class of risk 
exposure selected from among the classes described in 
Schedule 12; 

prehiclefvalue rating group" means the applicable class of risx 
exposure selected from among the classes described in 
Schedule 6; 

"wholesale delivery" in relation to the use of /comme reea 
vehicles means the delivery of goods to retail Cealers or 
jobbers for the Purpose of retail sale; 

"years licensed" in relation to a criver means the GUS hic! afb alta} fi 


whole years that the driver has held a licence issueg by a 
Eovernmental authority to Operate a motor vehicle. 


Types of Contracts and Endorsements 


2.-(%1) Contracts of a@aucomobile insurance that are issuea 
in Standard Policy Form 1 or 2 under the insurance Act, end the 
tallies Lend at ee tk | 


endorsements thereto approved by the Superintendent of 
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Insurance under cubdsection 202(1) of the Insurance Act that ere 
set out in subsection (2), are prescribed as the types of 
contract and types of endorsement to which Part “31 "of ones hee 
applies. 

(2) The endorsements referred to in subsection (1) are 
those written on Standard Endorsement Forms numbered 3, 6a, Oda 
Saar Oy ony yilthots) Mitte aie cues RESON Oe Ciel. Soon FMS 
H Siler 

(3) Despite subsection (1), Part ThGt tne ACU eGdOes (000 
aonlyitovany conc nract sof auLOmMODLLE insurance thelr Insures a 
fleet of commercial venicles. 

(Wy In supsection (3),,“ileet means diet OUD of at least 
five vehicles, each with its own source of power, Chat ale 
uncer common ownership or management. 

(S) In determining whether a group of vehicles is a fleet™ 
five personal vehicles that would otherwise fall. within, the 


group shall be excluced from the group. 
Categories of Automoosile Insurance 


3. The categories of automobile insurance SOC OUT wf 
Column 1 of Schedule 1 are prescribed es the categories of 


automobile insurance for the purposes of the Act. 
Classes; OP thisk sExposure 


WY. The clacses of risk exposure set out in Column 3 of 


Schedule 1 are prescribed as the classes of risk exposure fox 
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the coverage set out Opposite thereto in Column 2 for the 


category of automobile insurance set out Opposite thereto in 


Cotumn. “1% 


Principles of Classification 


9--(1) A vehicle that is not a commercial vehicle ora 
public vehicle shall be assigned to the personal vehicle 
Category of automobile insurance, 

(2) A vehicle that is used as a commercial or public 
vehicle and as a personal vehicle shall be assigned to the 
category of automobile insurance for which the proportion of 


the vehicle's use is the greater. 


6.-(1) The person who Operates a vehicle most frequently 


| Shall be designated as the Principal driver of the vehicle. 


(2) Where more than one person operates a vehicle, a 


person who is not the principal driver shal] be designated as 


the secondary driver of the vehicle. 


(3) Where, in addition to the principal driver, more than 


Hone peteon Operares 4 Venicres, che person with the fewest years 


licensed shall be designated as the secondary criver of the 


vehicle. 


7. For the purpose of determining the number of years 
licensed of a Criver, the number shall nct include any year 
licensed when the driver would have been ineligible bec2use of 


the driver's age to obtain a licence in Ontario. 
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8. A commercial or public vehicle that is operated in 
Canada and in the United States shall be ass itigneds £ Oya. U.S. 
exposure class of risk exposure under Schedule 1 or 18 where 
thevproporsion) of the; venicle ssuse in une United States 


exceeds the proportion of the vehicle's use in Canada. 


9.4Thetradiustofytravel ofjadvehicder is the distance 
travelled by the vehicle from its point of origin to reach the 
farthest destination to which it is anticipated that the 
vehicle will travel during the term of a contract of automobile 


insurance. 


10. Where an insured does not know the price when new of a 
vehicles thes ansurer and the™ insured= shall at” che? time: of 
entering into the contract of automobile insurance agree upon 
an amount? toe ber used to. substitute: for) the prices whensinewi oF 
the vehicle to determine the price when new class of risk 
exposure, if any. 


Personal Vehicles 


11. No personal vehicle shall be assigned to the farm use 
Classvorunvsk sexposure Uunvess. 


(a) the vehicle is owned by a person who resides on a 
farm and engages in farming; and 


(b) the vehicle is not used for commuting or a 
business not related to farming. 
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12. A personal vehicle shall be assigned to the pleasure 
use class of risk exposure if it does not fall within eny other 


Class of use. 


13.-(1) Despite section 6, no person shall be designated 
as the secondary driver of more than one personal vehicle in a 
household. 

(2) Where, in a household, there are more personal 
vehicies,than there are secondary drivers, the insurer and the 
insured shall agree at the time of entering into the ‘contrac: 
of automobile insurance upon the vehicle to which each 


secondary driver is assigned for insurance purposes. 


Commercial Vehicles 


14. A commercial vehicle shall be classified as being 
operated by identified drivers if, 
(a) it is operated by a maximum of three Crivers; 
(b) the principal driver owns the vehicle; and 
(c) the principal driver and the additional drivers 


are named in the application for the contract cf 
automobile insurance. 


Public Vehicles 


15. A bus that is used as an interurban bus and used for 
other purposes shall be assigned to the interurban bus 


Sudcategory of automobile insurance. 
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16.-(1) A taxi shall be classified as an owner-operated 
taxi Ls 


(a) the taxi is operated by its owner or long-term 
lessee; 


(b) the taxi is operated by a maximum of two 
additional drivers; and 


(c) the owner or lessee, as the case may be, and the 
additional drivers are named in the application 
for the contract of automobile insurance. 

(2) In this. section,. "long-term lessee": means.arperson 
who, by an agreement in writing, is the lessee of a taxi for @ 


period of at least one year from the date of the contract of 


automobile insurance. 
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APPENDIX XVII 
Summary: L BC etOntard6 Bodily Injury Claims Survey 


February 1987 


The survey requested individual returns for all 
claims in excess of $90,000 and a sampling of claims 
between $25,000 and $90,000 on Ontario bodily injury 
Claims settled during 1985 and 1986 with accident dates 
OTP lUSr "ror 1 983s 


These two layers were combined using a 40:60 weight 
scheme and all percentage costs referred to in the 
following section will be the weighted figures. The 
weights are established based on the 1983 Fiscal Policy 
Year Bodily Injury Size-of-Loss distribution (Ontario 
Private Passenger - excluding farmers) which shows that 
claims beyond $25,000 made up approximately 65% of total 
Bodily Injury losses (with an approximate 60:40 split for 
the two layers). 


There were in total approximately 13300 wcaimes 
returned to the Bureau and 1,144 were accepled after 
validation. 


The survey results can be summarized as follows: 


1 Taken together, prejudgment interest and Family Law 
ACt “claims *constrtute 19%"of the total claime cost 
for claims greater than $25,000. 


24 Non-pecuniary losses make up another 29% of the total 
claims costs for claims beyond S20 OU. 


ie Future care and future economic losses (including 
8ross up and fund management) make up a further 21% 
of total claim costs for claims over $25,000)" said 
become a progressively significant portion of the 
larger tela ims) 


4. Because of the design of the claims survey Cong Lr 
is unclear from the survey if gross.uDp was sa 
Sleniivcant factor im, the claims.’ It shouldsbe snaked 


that claims subjected to gross-up may be ultimately 
settled by Structured Settlement. 


=I Third party legal costs represent another 9% of total 
claims costs for claims greater than o2 5, 0G0), 


=o 


By First party legal and investigation costs make up 
another 7% of the claims beyond $25,000. 

While the results of this survey do not totally 
explain the escalating bodily injury costs in Ontario ‘(up 
90% in the last five years), they do reveal that Family 
Law Act claims and prejudgment interest have had a 
significant impact on such costs and that non-pecuniary 
losses are also a very significant part of total bodily 
injury costs. In addition, loss costs per vehicle have 
further been affected by the increasing frequency of 
bodily injury claims. 


FISCAL ONTARIO 
POLICY YEAR BI LOSS COST 
PER VEHICLE 


1951 Ph22 720 
1982 119.08 
1983 142.73 
1984 168.78 
1985 1997.08 
1986 Zonas 


I.B.C ONTARIO BODILY INJURY CLAIMS SURVEY 
1981 - 1983 ACCIDENT YEAR CLAIMS CLOSED IN 1985-1986 
PERCENTAGE OF TOTAL LOSS AND LOSS ADJUSTMENT EXPENSE 


CATEGORY CLAIMS $25,000 OVER WEIGHTED 
TO $90,000 $90,000 AVERAGE 
Past Income 16.0 Lo L322 
Past Medical & Funeral & Other 1.4 a0 ea 
Future Economic (including D0 LEAL 1 ep 
Gross up & Fund Management) 
Future Care 0.2 a | 2529 
Prejudgment Interest 13.0 a. 0 10.6 
TOTAL ECONOMIC 36.2 te aap | rt oe 
Non-Pecuniary Damages 33% 7 Zec9 He ee 
Family Law Reform Act re iM bee 8.4 
Party and Party Costs TO’* 2 het | S59 
Solicitor/Client Investigation 9.6 a4 Ped 
GRAND TOTAL 100.0 100.0 100.0 


WEIGHTS FOR AVERAGE 40.0 60.0 100.0 


RANK 
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APPENDIX XVIII 


1986 LEADERS IN DIRECT 


AUTOMOBILE INSURANCE PREMIUMS WRITTEN 


-ONTARIO- 


COMPANY 


Co-Operators General 
State Farm Group 

Royal Insurance Canada 
Economical Group 

Pilot Insurance 

Zurich Insurance 
Allstate of Canada 
General Accident 
Domini ontotiGanada: Gr: 
Commercial Union 

Safeco ‘Insurance Gri 
Phoenix Continental 
Travelers Canada 
Wellington Insurance 
Guardian of Canada 
Wawanesa Mutual 

Liberty Mutual Group 
Gore Mutual Insurance 
Home Insurance 

Canadian General Gr. 
Simcoe Erie Group 
Halifax Insurance 
Guarantee of N. America 
ScOtriush & York 

Indep] dns aeMerswiGroup 
CIGNA Ins. Co. of Canada 
Marxel Insurance 
Prudential Assurance 
USF & G. Insurance Group 
Hartford Group 

Transit Insurance 
Canadian Surety Ins. 
Aetna. Cas. “Co eat Can. 
Laurentian General 
Ontario Mutual Assoc. 
Advocate General 
Constitution Insurance 
Prud. of America Gen. 
Metropolitan Insurance 


CAA Insurance Co. (Ontario) 


AnglorGibraltar Gr, 
Sun Alliance Ins. 
PAFCO Financial Holdings 


S; (maul lion's ) 


279,167 
PEOnGe 
Wige 976 
Nj 92 
149,816 
123,992 
1224171 
W92.94 
118,183 
89,679 
85,200 
73,694 
73,493 
70,534 
60,644 
60,330 
59,891 
5,148 
51,018 
45,528 
40,079 
38,442 
37,436 
35,709 
a0 % Goa 
27 086 
26,837 
25,907 
25,754 
24,998 
26.00 
23,585 
23,100 
22,891 
22,434 
20,233 
19, 838 
17,803 
L729 
17,008 
16,985 
16, 826 
16,628 
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4G Unifund Assurance 15,074 
45 Lloyd's Non-Marine LTA ie 8 | 
46 Employers of Wausau P3609 
47 Eaton Insurance LS 555 
48 Lumbermens Mutual Cas. be eg a 
49 Federation Ins. Group Loy O09! 
50 Tevco Insurance 13003 
Dik Federated Mutual tO 85 
ae Abstainers Insurance 10,426 

Total of 52 insurance companies 2,891,064 


with direct written premium volumes 
greater than $10 million 


Balance of leading insurers ms, 310 
Total of 70 leadingiansurersi s 2,962) 374 


Estimated premium volume for the 


balance of the insurers in Ontario 37,626 
Estimated Grand Total 3,000,000 
* Source: Canadian Insurance Agent and Broker 1987 Annual 


Review of Statistics, 
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